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PREFACE. 


The  three  volumes  now  piiblishwl  cover  the  period  of  our  finan- 
cial histor}'  from  1774  to  1S85.  A  supploinentarj'  volume,  however, 
containing  the  more  important  statistics  of  the  subject,  is  needful, 
and  will  be  completed,  it  is  hoped,  within  a  year. 

When  the  first  volume  of  the  work  was  j)ubHslied,  one  critic 
remarked  that  a  single  voUnne  was  (juite  sufHcient  to  cover  the 
ground  now  gone  over  in  the  three.  On  the  publication  of  the 
second  volume,  he  remarked  tliat  several  matters  of  much  im- 
portance which  had  happened  during  the  ])eriod  covered  by  it  had 
been  omitted.  The  inconsistency  between  the  criticisms  is  apparent. 
The  truth  of  the  latter  remark  is  readily  acknowledged;  but  the 
omissions  were  designed,  as  they  l>elong  more  properly  to  another 
work  closely  related  to  this,  and  which  we  hope  to  complete  at  no 
distant  day. 

In  working  up  the  facts  lying  within  a  field  so  ex])and(?d,  an 
author  may  select  those  wliich  are  most  agreonble  to  liinisolf,  or 
which  will  most  interest  his  rojulei-s,  or  which  he  may  regard  as  the 
most  important  in  solving  future  (jurstions.  \Vv  have  not  worked 
in  either  of  these  lines;  but  have  endeavored  t<i  include  every  tojnc, 
measuring  its  im])ortance  by  other  matters  at  the  time  of  its 
occurrence.  In  other  words,  we  have  tried  to  pres(^rve  a  unity 
of  pr<)r>orti<m  in  the  treatment  of  t«)i)ics,  though,  of  course,  i)cr- 
fection  in  this  regard  was  not  iK)ssil)l<\ 

Very  likely  others  will  <lifrer  in  th(;  estimate  thus  formed  of  the 
importance  of  many  of  the  events  described  in  this  volume.  ^Some 
will  doubtless  maintain  that  more  sf»ace  nu^ht  to  have  been  given 
10  the  first  great  war  loan,  or  to  the  issuer  of  legal-tender  notes,  or  to 
the  internal  revenue  or  national  bankinia:  systems,  or  to  the  frauds 
in  administering  the  government,  or  that  a  fuller  personal  account 
of  the  principal  administrators  of  the  national  fniances  was  dcsirabhs 
or  an  extended  critical  consideration  of  the  financial  jxilicy  of  the 
goremment  in  all  matters.  We  realize  fully  that  several  of  tlie 
chaptexB  are  each  worthy  of  a  volume,  and  in  completing  the 

vu 


VIU  PREFACE. 

orij^n.al  plan,  two  of  the  topics  treated  in  this  and  in  the  precaling 
volume  will  be  treated  with  much  greater  fullnesss. 

When  tlie  second  volume  wa.s  published  one  critic  remarked  the 
mil hor  was  "only  an  annalist."  The  charge  can  be  as  trutlLfully 
made  of  this  volume  as  of  the  other.  Though  sucli  a  method  mny 
show  that  he  "does  not  seem  to  be  suHiciently  equipped  as  an 
cconomit^t,"  he  has  attempted  t(j  do  nothing  more  than  to  ai^.semble 
the  facts  of  our  financial  history  in  an  orderh*  manner,  uncolored 
by  economic  theories.  No  attempt  has  been  made  to  play  the  part 
of  the  dogmatist  or  the  schoolmaster,  or  to  make  the  crooked  paths 
straight.  Jf  the  author  possesses  economic  opinions,  he  has  li:'.d 
no  desire  to  give  thc^m  an  airing  in  this  volume,  contenting  himself 
with  giving  the  facts  lying  within  the  proper  field  of  inquiiy, 
whatever  they  may  be.  Whether  the  facts  are  consistent  is  no 
concern  of  his  ;  whether  thcv  sustain  or  undermine  anv  economic 
or  other  principle  that  he  may  hold,  is  also,  he  believes,  of  small 
consequence  to  the  public.  The  important  thing  is  to  state  the 
facts  fairl}',  and,  as  far  as  jmssiblc,  their  surroimdings ;  and  if,  in 
attempting  to  do  this,  he  has  erred,  correction  shall  be  made  a  a 
speedily  as  jiossible. 

It  may  alsf)  be  stated  that  the  additions  of  figures  in  the  tables 
include  the  cents  which  have  been  omitted,  lliis  statement  is 
made  here  to  avoid  repetitions  wherever  the  tables  occur. 

It  is  no  small  pleasure  to  make  a  gratvful  acknowhrdgment  to 
several  gentlemen  for  many  of  the  l>ooks  use<l  in  preparing  this 
volume,  especially  to  Mr.  Roblans  Little,  Superintendent  of  the 
Astor  Library,  Messrs.  Lloyd  P.  Smith,  Librarian,  and  George  M, 
Abbott,  Assistant-librarian  of  the  Philadelphia  Library,  and  Mr. 
Stone,  Librarian  of  the  Pennsylvania  Historical  Society.  A  large 
indebtedness  is  also  due  to  Mr.  Cannon,  United-States  Comptroller 
of  the  Currency,  Mr.  Wheli)ley,  United-States  Assistant-treasurer, 
and  W.  B.  Greene,  for  furuLshing  figures  and  verifying  statements. 
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THE   UNITED    STATES. 


CHAPTER  I. 

ADMINISTRATION  OF  THE  TREASURY. 
MARCH  TO  JULY,  1861. 

After  a  long  era  of  peace  the  nation  engaged  in  civil  war. 
I>imly  foreseen  a  long  time  in  the  growing  ambition  of  many 
opposed  to  the  Union,  the  war  burst  at  last  on  the  country 
-with  the  suddenness  of  a  volcano  or  a  meteor's  glare.  The 
effects  of  the  struggle,  pacing  beyond  our  country,  swept  over 
the  entire  earth.  In  the  first  part  of  our  w'ork  we  shall  turn 
the  light  of  historj"  on  the  financial  side  of  this  awful  contest. 

On  the  4th  of  March  Mr.  Lincoln  was  inaugurated  Presi- 
dent. For  secretary  of  the  trciisur}"  he  noniiuatod  Salmon 
P.  Chase,  of  Ohio,  and  the  nomination  was  unanimously 
confirmed.  Horace  Greeley  had  strongly  urged  the  selection 
of  Mr.  Chase,  because  he  "  would  command,  in  the  highest 
d^ree,  the  public  confidence."  Mr.  Chase  dtx^lined  the  offer 
of  the  position  when  first  tendered  to  him.  He  urged  that 
he  was  not  fitted  for  it,  either  by  education  or  habits;  he 
had  just  been  chosen  senator  for  a  full  term,  and  he  believed 
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that  his  approptjale  sphere  was  in   the  Senate.^     Had  his 
judgment  n^Jl.lDipfen  swayed  by  the  advice  of  his  friends  he 
probably,  woiild  have  remained  firm  in  declining  the  offer. 
In  th&.  l^Wer  containing  the  resignation  of  his  seat  in  the 
SetHfte-'to  the  governor  of  Ohio,  he  wrote,  "It  would  be 
•jax/more  consonant  with  my  ^vishes  to  remain  at  the  post  to 
.  •'.I*..which  the  people  of  Ohio,  through  the  General  Assembly,  saw 
••.  '  fit  to  call  me.     But  the  President  has  thought  fit  to  call  me 
to  another  sphere  of  duty,  more  laborious,  more  arduous,  and 
fuller,  far,  of  perplexing  responsibilities.     I  sought  to  avoid 
it,  and  would  now  gladly  decline  it,  if  I  might.     I  find  it 
impossible  to  do  so,  however,  without  seeming  to  shrink  from 
cares  and   labors  for  the  common  good,  wliich  cannot   be 
honorably   shunned."^      Without  any   financial    experience 
whatever,  he  dared   "take  charge   of  the   finances   of  the 
country  under  circumstances  most  unpropitious  and  forbid- 
ding."    Perhaps,  if  he  had  had  a  clearer  conception  of  the 
duties  of  the  office,  he  would  have  been  less  bold  in  accepting 
it.     He  was  then  fifty-tw^o  years  of  age. 

The  credit  of  the  government  had  been  undermined  by  the 
preceding  administration.  The  revenues  had  withered  away 
without  concern,  the  public  indebtedness  had  been  increased, 
and  money  could  be  borrowed  only  at  very  high  rates.  When 
Congress  met  in  December,  "  the  treasury  was  empty — bank- 
rupt. There  was  no  money  to  pay  the  public  creditors,  who 
were  then  pressing  for  payment.  There  was  not  money 
enough  even  to  pay  members  of  Congress."  In  the  middle 
of  January,  Greneral  Dix,  who  had  been  appointed  secretary 

*  Letter  of  F.  A.  Conkling,  who  accompanied  Mr.  Greeley,  to  E.  G. 
Spaulding.    Spaolding's  Financial  History  of  the  War,  p.  83. 

*  SchuckeiB's  Life  of  Chase,  p.  207. 
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of  the  treasury,  wrote  to  the  chairman  of-tfie  -Committee  of 
Ways  and  Means,  "Within  the  last  few  days  the  amount 
of  overdue  treasuiy-notes  presental  for  redemption*"  has  ex- 
ceeded the  power  of  the  treasurer  to  place  drafts  iiV  payment 
on  the  assistant  treasurer  at  New  York,  where  the  hl!)ld<>rs 
desired  the  remittances  to  be  made,  and  an  accumulation  ^f'* 
warrants  to  the  amount  of  about  ^350,000  has  occurred,  on' 
this  account,  in  the  treasurer's  hands,  which  he  has  been 
unable  to  pay."  * 

The  secretary  of  the  treasury  had  authority  to  issue  ten 
millions  of  treasury-notes  at  par,  to  creditors  or  others, 
at  the  rates  of  interest  offered  by  the  lowest  bidder  after 
public  advertisement  of  not  less  than  ten  days.  On  the  18th 
of  Decemlxir  he  invited  propasals  for  85,000,000  of  these 
notes.  Offers  at  twelve  per  cent,  or  less,  were  made  for 
81,831,000.  The  remaining  offers  were  for  $465,000,  at 
rates  ranging  from  fifteen  to  thirty-six  per  cent.  He  did 
succeed  in  raising  the  small  sum  pf  $5,000,000  at  twelve  jier 
cent  interc^t.^  When  Secretary  Chase  entered  the  treasury 
department  he  must  have  speedily  learned  two  things,  the 
imperative  need  of  borrowing  money,  and  the  great  difficulty 
in  obtaining  it,  even  at  high  rates  of  interest. 

*  Letter  on  Condition  of  the  Treasiirv,  Jan.  18,  ISGl.  Mis.  Doc,  No.  20, 
36  Cong.,  second  session. 

•When  the  loan  was  advertised  IIari)er'8  Weekly  remarked :  "  The  money 
fa  reqnired  to  pay  soldiers,  sailors  and  others  whose  claims  on  the  govern- 
ment faaye  aocomulated  to  this  large  amount,  and  have  l>een  left  unpaid  for 
tome  time.  It  is  not  supposed  that  the  negotiation  will  be  an  advantageous 
one  for  the  government.  It  was  proposeil  to  obtain  for  the  bonds  the  en- 
donement  of  the  States  of  New  York,  Pennsylvania,  Ohio,  and  Ma/>sachn- 
•etts;  and,  thas  fortified,  it  is  supposed  that  they  miglit  have  commanded 
par."    This  proposal,  however,  was  defeated.    Feb.  23, 1S61. 
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M'r^t  of  thj?./w*nue  was  derival  from  duties  on  imports. 
But  thLr  *ti^m  hsLfl  fallen  low.  Sccrctan*  Dix  informed 
th':  rhnhjaan  of  the  Committtn?  of  AVavs  and  Means  tliat 
^IC/VjR^ijVXi  "would  be  a  Iilx?ral  estimate  for  the  revenue 
frfJlftVustoms/'  for  the  first  half  of  1861.  A  new  tariff  law 
,  VA'ar;*  f.nacted  on  the  2d  of  Mart»h  '  but  a  richer  vield  of  revenue 
V-ftYjrn  it  could  not  \ye  exi)ecte<l  for  a  considerable  ix?ri«.id. 

When  Seeretan'  Chase  assumed  office,  authoritv  existed  for 
negotiating  loans  by  the  Acts  of  June  22d,  1860,  and  Fcb- 
ruan-  8th  and  ilarch  2d,  1861.  The  first  Act  authorized  a 
loan  of  821,000,000  at  six  |x^r  cent ;  but  Secretarj-  Cobb  had 
txirrowed  $7,022,000  by  this  authority.  By  the  February  Act 
he  could  borrow  816,994,000  at  six  per  cent,  and  bids  for 
Ixith  h>ans  alx)ve  or  below  jwr  might  l>e  accepted.  The  entire 
amount  of  the  Februarj'  loan  ^vas  825,00l\(X)0,  but  the  re- 
jiiaindcr  had  Ixjen  negotiatotl.  The  authority  to  make  the 
ten  million  loan  of  March  2d,  1861,  was  emlDcdded  in  the 
tariff  law  of  that  date.  The  intoi-est  could  not  exceed  six 
jK'r  cent,  and  the  law  further  jm^vided  that  treasury-notes 
liearing  not  more  than  ^ix  jkt  cent  interest  might  be  sub- 
Htitutwl  "  for  the  whole  or  any  {xirt  of  the  loans  for  which '' 
the  Prc-^ident  was  "  now  by  law  authorized  to  contract  and 
Lsrue  Ixiuds,"  including  the  loan  last  mentHmeil. 

On  the  22d  of  March  Mr.  Cha-n?  advertised  proposals  for  a 
loan  of  ?8,000,<X)0.  Ten  days  were  given  for  receiving  ofiers. 
Five  days  aftenvard  Jimies  Gallatin,  president  of  the  Gallatin 
liaiik  of  New  York,  wrote-  to  him  that  the  loan  had  "already 
\mz\\  taken   from  the  market  within  about  one   million  of 

*  30  Cong.,  sett>Dd  setfioD,  chap.  GS.    Thu  law  went  into  operation  on 
ill*.-  l-ri  of  April. 
«Maixh27,  1861. 
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dollars,  having  been  absorbed  by  the  banks  for  currency,  or 
by  the  savings  banks  and  individuals  or  institutions  through- 
out the  country  as  a  permanent  investment ;  so  rapidly,"  he 
continues,  '^  has  this  absorption  gone  on,  that  there  is  some 
probability  of  the  million  yet  in  market  being  withdrawn  in 
the  same  manner  before  the  day  which  you  have  appointed 
for  the  taking  of  the  new  loan ;  and  there  is  reason  to  hope 
that,  in  the  present  state  of  the  money  market,  and  the  grow- 
ing confidence  of  the  people  in  the  upright  intentions  of  the 
administration,  you  will  realize  within  five  or  six  per  cent  of 
par  for  the  new,  notwithstanding  the  terrible  shock  which 
public  credit  received  toward  the  close  of  the  late  adminLstra- 
tion."  Mr,  Gallatin  then  adds,  "  Supposing  it  practicable  to 
n^tiate  the  loan  at  that  price,  the  question  arises  whether  to 
do  so,  or  to  adopt  the  alternative  of  an  issue  of  treasury-notes 
at  par." 

At  the  veiy  beginning,  therefore,  of  his  administration  of 
the  treasury  office,  Mr.  Chase  was  confronted  with  a  grave 
question  with  respect  to  modes  of  getting  money.  Should  he 
issue  long-time  bonds  for  it,  or  six-jKjr-cent  trcasur}'-uotos  of 
small  denominations?  He  could  procure  the  money  needed 
by  the  latter  mode  at  rather  hettov  rates  tlian  by  the  former, 
and  this  consideration  weighed  strongly  with  him.  The 
opinions  of  those  who  pondered  tlic  subject  the  most  eare- 
iidly  were  divided.  The  newspa[)er  press  also  expressed  a 
divided  opinion. 

Mr.  Gallatin  was  opposed  to  the  Issue  of  treasury-notes. 
His  reasons  are  worth  giving :  ^*  In  the  form  of  stock,"  he 
writes  to  the  secretary,  "  this  loan  will  l>e  funded  and  out  of 
the  way  for  twenty  years ;  but,  in  the  case  of  treasury-notes, 
should  sudden   panics  arise  in  the  uncertain   future,  these 
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would  be  thrown  in  upon  you  for  duties,  and  most  likely  at  a 
moment  when  you  would  be  heavily  pressed  for  means  to 
carry  on  the  government,  they  would  aggravate  the  embar- 
ra^wments  of  the  treasury.  Besides,  fiiture  emergencies  may 
arise,  in  which  the  issue  of  treasury-notes  would  be  the 
best  and  .speediest  means  of  supplying  temporary  wants.  It 
would  seem,  therefore,  more  desirable  to  n^:otiate  this  loan  as 
you  have  proposed,  in  the  fonn  of  stock  having  twenty  years 
to  run,  if  you  can  do  so,  which  I  have  no  doubt  you  can,  at  a 
fair  price — say  three  to  four  per  cent  above  the  rate  obtained 
by  the  late  administration  for  the  last  loan — and  reserve  the 
ix)wer  of  issuing  trejisur5'-notcs  for  future  contingencies.^' 

The  total  amount  of  bids  for  the  eight  million  loan  was 
$27,182,000,  and  ranging  from  eighty-five  to  one  hundred 
|)cr  i\nit.  Many  of  the  bids  were  at  the  rate  of  ninety-two 
and  ninoty-throe  jx^r  cent,  or  fractions  of  those  figures.  The 
soi'retar}'  actx^rttnl  bids  for  S3,099,000,  and  the  l)alanoe  of  the 
h>an,  S4,1K)1,000,  consisted  of  treasurj'-notes,  sold  at  par  or 
al)ove.  Thus  the  Imn  was  almost  equally  between  bonds  and 
trciisurv-noti^.* 

This  action  of  the  secretary  has  been  regarded  by  many  as 
pnH>f  tluit  ho  w;is  a  believer  in  Jiat  money  from  the  veiy  out- 
si»t  of  his  administration.  Those  who  think  so  perhaps  do 
not  umlcrstand  the  nature  of  the  notiTi:  issued  at  that  time. 
Thov  wore  made  jwyable  to  the  onler  of  the  persons  who  re- 
ivivoil  thorn,  and  In^ro  interest  at  six  per  cent,  payable  semi- 
annually, woro  ivnvortiblo  into  IxMids  and  receivable  in  pay- 
ment of  all  public  duis.  Though  circulating  as  a  substitnte 
for  money,  thoy  won*  not  a  K^l  tender  among  individuals^ 
and  ciroulatoil  by  voluntan-  action.     They  were  therefore  very 

*  Tnutfun*  Reivrt,  July  4. 1S61. 
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different  in  their  nature  and  origin  from  legal-tender  notes. 
They  were,  in  no  sense,  a  forced  currency.  Mr.  Gallatin  was 
&r-8eeing  when  he  suggested  to  tlie  secretary  that  this  re- 
source for  getting  a  monetary  supply  might  \ye  prudently 
reserved  for  the  most  pressing  occasions;  but  Mr.  Chase's 
decision  does  not  involve  the  principle  of  Jiat  money.  Public 
opinion  was  divided  on  the  question  of  issuing  treasury- 
notes,  and  Mr.  Chase  sought  to  satisfy  it  by  issuing  bonds  for 
a  part  of  the  loan  and  these  notes  for  the  balance. 

On  the  11th  of  May  the  secretary  advertLsed  proposals 
for  the  balance  of  the  February  loau,  amounting  to  §8,994,- 
000.^  The  war  liad  been  begun  by  the  attack  on  Fort  Sum- 
ter nearly  a  month  before,  and  this  event  for  a  short  time 
tiu&vorably  affected  the  public  credit.  The  readiness  to  give 
life  in  defence  of  the  Union  was  not  met  with  au  e<iual  readi- 
ness by  the  wealthy  in  lending  money  for  the  same  purix>se. 
The  amount  of  bonds  sold  was  $7,310,000,  at  rates  which 
ranged  from  eighty-five  to  ninety-three  per  cent,  and  the  re- 
mainder of  tlie  loan,  §1,684,000,  was  taken  in  trea.sury-uotes 
at  par.     The  proportion  of  treasury-notes  to  the  amount  of 

'When  this  loan  was  offered  the  New  York  Times  remarked:  "Oiir 
opinion  has  been  and  is  tliat  the  $9,000,000  could  be  employed  in  payments 
to  the  public  creditors  in  convertible  treasury- bills,  as  during  the  Mexican 
war,  without  entailing  loss  by  way  of  <liscount  on  the  government ;  but 
deference  is  due  to  the  wishes  of  the  bankers  of  New  York,  who  have  on 
fieveral  recent  occasions  fumishecl,  and  again  from  the  siime  public  and 
patriotic  motives  proi)Ose  to  furnish  the  money  in  gold,  and  if  the  advice  ot* 
their  committee  to  the  secretary,  in  favor  of  a  funded  stock  to  this  amount, 
leaving  the  market  price  free  to  take  $14,000,000  in  treasury  paper  at  par 
later  in  the  present  war,  is  acted  upon,  we  doubt  not  it  will  be  on  terms 
which  will  be  jusUfied  by  sound  reasons  of  State,  and  not  especudly  onerous 
upon  or  discreditable  to  the  government/'    May  13, 18G1. 


: .        ;:...-.:;  .:a:-  h:.-:T'ji:v  «»f  the  v sited  states,    [isoi. 

".-  .  f.:,  V.:;.-  ;;. ,';;;  r:.'jtlif,T  tliaa  the  i>rojx>ition  of  them  to  the 
t;.-: .••-;.:  ',:'  •;.■:  jiiior  luaii  ueg«.»iiated  by  him,  and  were 
.,:^' :,;.  •ji:,:.i:..  .V,-  :;iij>iiritrs  Ix^cause  they  oould  use  them  in 

'J:.-:  -^:<rr<;tai%'  iiivitcJ  proposaU  at  par  for  the  balance  of 
:.:  .1  :-:i':  l^/uh  of  1 800.  Only  three  bids,  aggregating  $12,000, 
•:.:■*:  r'.^.ri\v:rj,  and  these  were  *' made  under  mii^pprehension." 
iSi'iii'^  to  olitain  money  by  that  law,  he  issued,  by  authority 
of  lit*:  March  Aet  of  1861,  more  treasury-notes  to  offerers  at 
j/ar,  and  in  payment  to  public  creditors  to  the  amoimt  of 

Sii'h  were  the  resources  derived  from  loans  and  treasury- 
ijot<:?i  by  the  secretary  during  the  first  four  months  of  the 
administration  of  his  oflice.  From  customs  during  the  last 
quarter  85,515,552  had  Ixhmi  rweiveil,  beside  a  small  addition 
from  sales  of  public  lands  and  miscellaneous  sources. 

»  44  Hunfs  Mer.  Mag.,  p.  667. 
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CHAPTER  IL 

FINANCIAL  LEGISLATION  OF  CONGEESS. 

JULY,  1861. 

Congress  convened  on  the  4th  of  July,  1861.  The  rep- 
resentatives of  the  Southern  States  were  not  present,  and 
the  Republican  party  had  a  very  large  majority  in  both 
branches.  Secretary  Chase  presented  a  report  in  which  he 
considered,  first,  the  receipts  and  expenditures  for  the  year ; 
seoondlyy  the  appropriations  made  and  required;  and,  last, 
the  modes  of  providing  the  money  for  them. 

The  amount  required  for  the  fiscal  year  1862,  which  b^an 
on  the  1st  of  July,  1861,  was  the  following : 

To  discharge  appropriations  of  former  years     .  $20,121,880  70 
To  discharge  ordinary  appropriatic  >ns  for  the  fiscal 

year  18G2 59,r)S8,<>S9  38 

To  disohanre  the  war  appropriations   .        .        .  217,1(58,850  15 

To  pay  treasury-notes 12,639,861  64 

To  pay  interest  on  the  new  debt          .        .        .  9,000,000  00 

$5318,019,081  87 

The  secretary  remarked  tliat  duties  on  im])ort8,  which  were 
the  chief  source  of  ordinary  revenue,  would  not  furnish  all 
the  money  required,  and  that  the  deficiency  must  be  su])plied 
from  loans.^     His  opinion  was,  that  $240,000,000  should  be 

*  "The  problem  to  be  solved,"  remarked  the  secretary  in  his  report, 
"u  that  of  eo  proportioning  the  former  to  the  latter,  and  so  adjusting  the 
details  of  both,  that  the  whole  amount  needed  may  be  obtained'  with 
cotainty,  with  dae  economy,  with  the  least  |)0S5ible  inconvenienc^e,  and 
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obtaiiicil  by  l)orrowing,  and  that  **  not  less  than  §80,000,000 
should  1)0  i)rovided  by  taxation."  He  recommended  "only 
such  ni(Klifi<5iti()ns  of  the  existing  tariff  as  would  produce  the 
])rin(;ii)al  i)ai*t  of  the  naKletl  revenue,  and  such  resort  to  direct 
taxes,  or  internal  duties  or  excises,  as  circumstances  might 
rcMjuire  in  order  to  make  good  whatever  deficiency  might  be 
found  to  exist."  The  modifications  in  the  tariff  law  proposed 
by  him  were  the  taxation  of  articles  then  exempt  from  duty, 
aii<l  an  increase  of  the  rate  on  thase  which  were  liglitly  taxed. 
The  mast  imi)ortant  article  under  tlie  latter  head  was  sugar; 
on  tlu^  fiiHj  list  were  coffee  and  tea.  From  these  sources  he 
estimated  an  additional  (hity  of  S20,000,0(X).  Other  modifi- 
csitions  were  nH*ommended,  which,  if  adopted,  the  secretary 
lM;lieved  an  annual  revenue  of  §80,000,000  would  be  realized 
on  tlie  return  of  national  prasperlty.  But  for  the  current 
year,  he  n'marketl  that  provision  should  be  made  for  raising 
at  leiLst  §20,000,000  "  by  direct  taxes,  or  from  internal  duties 
or  excises,  or  fn)m  l)oth."  The  Constitution  required  an 
ap{K)rtionmcnt  of  the  former  among  the  States  in  the  ratio  of 
llilcnd  iM)])uhition ;  with  resiKHl  to  the  latter,  uniformity, 
simply  in  m«Kle  of  iLssessment  and  collection  among  the  States, 
was  nw^'ssary.  The  secretary  also  "suggested  that  the 
jirojH'rty  of  those  cng:i;:;c<l  in  insurixx'tion,  or  in  giving  aid  and 
(•omibi-t  to  insurgents,  might  properly  be  made  to  contribute 
to  the  (•x|R>nditui'es,"  I  It?  also  favored  retrenchment  in  ex- 
jienditures  by  reducing  ten  j)er  cent  the  salaries  and  wages 

with  the  gresitest  possihio  incidental  Ix^nefit  to  the  people.  ...  It  will 
hanlly  be  dinpiited  that  in  every  Round  tn'stem  of  finance  adequate  provision 
bv  taxation  for  the  prompt  diHcharee  of  ull  ordinary  demands,  for  the  punc- 
tual payment  of  the  intercut  on  loans,  and  for  the  creation  of  a  gradnallj 
increasing  fund  for  the  redemption  of  the  principal,  is  indispensable.'* 
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paid  by  the  general  government,  the  al)olition  of  the  franking 
privilege,  and  the  reduction  of  postal  expenses. 

The  next  features  of  the  report  worth  considering  in  this 
place  were  his  recommendations  for  raising  money  by  loans. 
The  first  of  these  was  the  opening  of  subscriptions  for  a 
national  loan  of  $100,000,000,  "  to  be  Issued  in  the  form  of 
treasury-notes,  or  exche(iucr-bills,  bearing  a  yearly  interest  of 
7.3  per  centum  to  Ix)  paid  half-yearly,  and  redeemable  at  the 
pleasure  of  the  Unitetl  States  after  three  years  from  date." 
Although  the  foregoing  sum  was  specified  for  that  form  of 
loan,  he  did  not  intend  to  restrict  it  to  "any  precise  limit  short 
of  the  entire  sum  which  might  be  required,  in  addition  to  the 
sums  to  be  realized  from  other  sources  for  all  the  purposes  of 
the  year."  The  above-mentioned  rate  of  interest  was  "  sug- 
gested because  it  was  liberal  to  the  subscriber,  convenient  for 
calculation,  and,  under  existing  circumstances,  a  fair  rate  for 
the  government." 

His  reasons  for  dealing  liberally  with  subscribers  should  be 
mentioned,  in  view  of  his  action  afterward  in  dealing  with 
them.  "  It  is  beneficial  to  the  whole  people  that  a  loan  dis- 
tributed among  themselves  should  be  made  so  advantageous 
to  the  takers  as  to  inspire  satisfaction  and  hopes  of  profit, 
rather  tlian  amioyance  and  fears  of  loss ;  and,  if  the  rate  of 
interest  proposed  be  somewhat  higher  than  that  allowed  in 
ordinary  times,  it  will  not  Ix)  grudged  to  the  subscribers  when 
it  is  remembered  that  the  interest  on  the  loan  will  go  into  the 
channels  of  home  circulation,  and  it  is  to  reward  those  who 
come  forward  in  the  hour  of  peril  to  plac«  their  means  at  the 
disposal  of  their  country."  These  were  wise  words,  truly ; 
what  a  vast  burden  of  loss  and  suffering  would  the  country 
have  esoaped  had  he  remembered  them ! 
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If  all  the  money  needed  could  not  be  raised  by  that  mode^ 
the  secretary  proposed  that  bonds  or  certificates  of  debt  should 
be  issued  to  lenders  '^in  this  country  or  in  any  foreign 
country,  at  rates  not  lower  than  par,  not  exceeding  in  the 
aggr^ate  $100,000,000,  or,  if  expressed  in  the  currency  of 
Great  Britain,  not  exceeding  £20,000,000."  The  bonds  were 
to  be  payable  after  January  1, 1862,  if  the  government  desired, 
and  miglit  run  for  thirty  years.  Seven  per  cent  was  proposed, 
payable  in  London  and  at  the  United-States  treasury. 

The  secretary  finally  recommended  that  provision  be  made 
for  the  issue  of  treasury-notes  for  ten,  twenty,  and  twenty-five 
dollars  each,  payable  one  year  after  date,  "  to  the  amount  of 
$50,000,000."  The  rate  of  interest  proposed  was  3.65  per 
cent,  and  the  notes  were  to  be  exchangeable  at  the  will  of  the 
holder  for  treasury-notes  or  exchequer-bills,  payable  afl»r 
three  years,  bearing  7.3  per  cent  interest,  or  "be  made 
redeemable  on  demand  in  coin  and  issued  without  interest." 
In  either  form,  he  added,  treasury-notes  of  small  denomina- 
tions might  prove  very  useftil  if  prudently  used  in  anticipation 
of  the  revenue.  In  the  closing  sentence  on  this  subject  is 
clearly  mirrored  his  opinion  concerning  fiai  money.  "  The 
greatest  care  will,  however,  be  requisite  to  prevent  the  d^ra- 
dation  of  such  issues  into  an  irredeemable  paper  currency, 
than  which  no  more  certainly  fatal  expedient  for  impover- 
ishing the  masses  and  discrediting  the  government  of  any 
country  can. well  be  devised." 

Mr.  Chase  supposed  that  the  war  would  be  ended  in  a  few 
months,  and  consequently  that  very  heavy  taxation  or  loans 
would  not  be  needful.     This  was  the  prevailing  opinion. 

The  secretary's  recommendations  were  embodied  in  bills 
prepared  by  himself  or  by  his  direction,  which  accompanied 
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his  report.  On  the  6th  of  July  the  si)eaker  laid  the  report 
before  the  House.  The  portion  that  relate<l  to  the  finances 
was  referred  to  the  Committee  of  Ways  and  MeanS;  and  to 
the  Committee  on  Commerce  was  referred  the  j>ortion 
relating  to  the  collection  of  the  revenue  from  customs. 
Thaddeus  Stevens  was  chairman  of  the  former  committee, 
and  E.  B.  Washburne,  of  Illinois,  of  the  other.  Four  days 
afterward  Mr.  Stevens  reported  a  loan  bill  which  authorizctl 
the  secretary  to  borrow  §250,000,000.  General  debate 
thereon  was  limited  to  one  hour,  which  was  mostly  occupied 
by  Vallandigham,  of  Ohio,  in  opposing  the  measure.  When 
he  had  finished,  the  bill  was  read  and  without  debate  was 
passed.  It  received  one  hundred  and  fifty  affirmative  votes. 
Those  who  voted  against  it  were  Messrs.  Burnett,  of  Ken- 
tacky;  Norton  and  Reid,  of  Missouri;  Vallandigham,  of 
Ohio,  and  Fernando  Wood,  of  New  York.  Three  days 
afterward  the  bill  i)assed  tlie  Senate  with  slight  amendments, 
in  which  the  House  concurred.^ 

The  secretary  was  authorized  to  issue  coupon  or  registered 
bonds  bearing  not  nioi'e  than  seven  ix?r  cent  interc»?t,  payable 
semi-annually,  redeemable  after  twenty  years  at  the  pleasure 
of  the  United  States,  or  he  could  issue  treasurj'^-notes  in  such 
proportions  as  he  might  deem  advisable  of  any  denomination 
not  less  than  fifty  dollars,  and  payable  three  years  after  date, 
with  interest  at  the  rate  of  7.3  per  cent  ])er  annum,  payable 
semi-annually,  and  convertible  at  any  time  into  twenty-years' 
siz-per-cent  bonds.  As  an  alternative  he  could  issue  iji 
exchange  for  coin,  or  pay  for  salaries  or  other  dues,  treasury- 
notes  of  a  less  denomination  than  fifty  dollars,  not  Iwariug 
interest^  and  payable  on  demand  by  the  assistant  treasurers  at 

^  Act,  July  17,  1S61|  37  Cong.,  first  seasion,  cLap.  5. 
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A  revenue  bill  embodying  tlie  secretary's  views  was  also 
introduced.  This  provided  for  increasing  the  duty  on  sugar, 
for  taxing  coffee  five  cents  per  jwund ;  black  teas  ten  cents, 
and  green  teas  fifteen  cents  a  pound ;  and  the  duties  on  many 
articles  were  considerably  increased,  es|>ecially  on  brandy, 
distilled  spirits  and  wines,  and  on  silks.  The  bill  provided 
for  a  direct  tax  of  $20,000,000,  and  an  income  tax  of  thi-ec 
per  cent  on  incomes  exceeding  §800.  This  general  provision 
of  the  law  was  modified  in  several  respects.  Income  derived 
from  securities  of  the  United  States  was  taxed  only  one  and 
one-half  per  cent ;  but  from  the  income  of  stocks,  securities 
and  other  proixirty  existing  in  the  country  owned  by 
American  citizens  residing  abroad,  a  tax  of  five  jKjr  cent  was 
laid.  They  were  favored,  however,  like  ixji'sons  living  here 
on  incomes  derived  from  national  securities. 

This  measure  occasioned  a  warm  debate.  The  sentiment 
was  intensely  in  favor  of  doing  cver}'thing  necessary  to 
sastain  the  Union,  yet  the  proposed  expansion  of  the  taxing 
power  was  enormous.  Three  distinct  thini^s  were  put  into 
this  law — an  increase  of  the  duties  on  imports,  the  collection 
of  a  direct  tax,  and  of  another  from  incomes.  It  Mas  con- 
tended that  the  condition  of  commerce  had  so  chanm^l  tliiit 
the  duties  on  some  articles  unless  modified  would  ])r()liil)it 
their  importation  and  cjonsefjuently  impair  the  revenue.  Xo 
rates,  however,  were  reduced,  but  many  articles  on  the  free* 
list  were  subjected  to  taxation.  There  was  more  oj)position 
to  the  imposition  of  the  tax  on  coffee  than  on  any  other 
article.  The  secretarj"  proposed  five  cents  a  pound;  some 
members  were  very  strenuous  for  a  reduction  to  three.  Finally 
a  compromise  was  made,  and  the  rate  was  fixed  at  four  cents. 
From  these  changes  it  v/as  expected  that  a  large  revenue 


18  J-INAN<;JAL    HISTOItV   OF  THE   UNITED  STATE.?.      Il»6l. 

would  fl<nv  iuto  the  treaniiry.  The  law  provided  that  gpods 
tuAih]  remain  in  Umd  no  longer  than  tliree  months  without 
]MyUy^  new  <luti<^.' 

Tlie  eollc^-lion  of  a  direct  tax,  while  regarded  necessary, 
wjiJ^  a  jrrave  ox])i^Vio,nt,  All  the  mem>)ers  felt  the  full  import 
of  tiiis  lejriHiation.  T\u*  aniomit  was  fixwl  at  820,000,000, 
and  apiH>rtionif<l  anjonjr  the  States. 

Th«*  (Aty-i'iiouH  to  an  incom(j  tax  were  not  so  great.  If 
honotly  (Milleirt<*d,  tiiis  tax  is  (ronsidere<l  by  many  who  have 
well  studinl  the  snl)j(?ct  one  of  the  fairest  that  can  be  assessed; 
but  jw  the  desin?  to  evarle  it  is  strong  and  general,  and  the 
liu'ility  for  doing  so  great,  tlie  tax,  in  truth,  is  very  objection- 
able. The  law  for  e<»ll(^;ting  it  went  into  effect  on  the  1st  of 
January,  1802. 

Another  revenue  Act  was  |>assed  this  session,  which  pro- 
vi<l<d  for  obtaining  the  pro|K'rty  of  those  who  should  aid, 
aU't  or  jironiote  the  "  insu miction  or  ixjsistancc  to  the  laws, 
or  any  person  or  persons  (jiigjiged  therc»in."-  The  additional 
hfgislation  niKt^ssary  for  collecting  national  revenues  in  the 
insurnM'tionary  States  was  enacted  early  in  the  session.* 

( )n(.'  of  the  serious  lacks  of  the  time  >vas  an  inventory  of 
the  weiilth  of* the  country,  without  which  no  intelligent  judg- 
ment <^iuld  Im»  foriiK^d  of  the  pn)bable  yield  of  an  internal 
tax.  At  a  later  jhtIikI  William  Elder,  C.  J.  Still6,  and  D.  A. 
Wells  preparcil  and  published  estimates  of  the  national 
wealth.  These,  though  only  crude  approximations,  were 
iielpful  in  scv(?nil  ways,  espc<»ially  in  enabling  the  people  to 
g(!t  a  iKJtter  conception  of  their  aijiacity  to  endure  the  strain 

*  Act,  Ang.  5,  18(>1,  37  Ciing.,  first  scftdon,  chap.  46. 

*  Ibid.,  Avk'^.  r>,  1801,  cliup.  GO. 

*  Act,  July  13, 1^61,  87  Cong.,  tirst  twssion,  chap.  8b 
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of  war.  Mr.  Wells's  pamphlet,  in  particular,  appeared  at  a 
gloomy  time,  was  extensively  circulated,  and  proved  a  potent 
tonic  in  reviving  the  drooping  energies  of  the  people. 

Congress  adjourned  on  the  6th  of  August,  having  matured 
and  passed  bills  of  momentous  importance.  The  authority 
granted  to  the  secretary  of  the  treasury  to  raise  money  waa 
iar  greater  than  any  predecessor  had  ever  had,  yet  events 
justified  the  action  of  Congress.  The  war  curtain  had  been 
drawn  from  an  immense  stage,  and  the  loan  authorized — . 
enormous  compared  with  any  other  in  our  national  history — 
was  merely  the  beginning  of  a  long  series  of  borrowings. 
The  increase  in  duties,  though  voted  with  reluctanc*e  by  some 
members,  was  justified  by  the  necessity  for  raising  more 
money.  Whatever  eflFect  this  legislation  may  have  had  in 
stimulating  home  production,  the  sole  object  of  it  ^viis  to  raise 
a  lai^ger  revenue. 
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CHAPTER  III. 

THE  ONE  HUNDRED  AND  FIFTY  MILLION  BANK  LOAN. 

Hardly  had  Congress  adjourned,  when  Secretary  Chase 
started  for  New  York  to  borrow  money.  On  the  evening 
of  the  9th  of  August  a  meeting  was  held  at  the  house 
of  John  J.  Cisco,  the  assistant  United -States  treasurer,  who 
had  IxKin  continued  in  office,  notwithstanding  the  change  of 
party  administration.  He  had  well  ser\'ed  the  government, 
and  the  President  acted  wisely  in  retaining  him.  When  per- 
sonal fitness  shall  be  uniformly  applied  as  a  test  for  keeping 
men  in  office,  the  change  will  mark  the  beginning  of  a  new 
era  in  national  advancement  more  glorious  in  rational  ex- 
pectation tlian  any  era  already  passed. 

At  this  meeting  were  assembled,  beside  Mr.  Chase,  bankers 
and  other  prominent  men  of  New  York.  Mr.  Coe,  the  presi- 
dent of  the  American  Exchange  Bank,  suggested  the  practica- 
bility  of  organizing  the  Imnks  into  an  efficient  and  inseparable 
IxkIv,  for  the  puq)ose  of  advancing  the  capital  of  the  country 
on  government  Iwnds  in  large  amounts,  and  tlm)Ugh  their 
clearing-house  facilities  and  other  well-known  expedients  to 
distriJDute  them  in  smaller  sums  among  the  people.  This 
suggestion  was  heartily  received,  and,  by  request  of  the  seo- 
retary,  was  presented  to  the  representatives  of  a  considerable 
number  of  banks,  who  assembled  on  the  following  day.  On 
tliat  occasion  a  committee  of  ten  were  appointed  to  de\^lop 
the  suggestion  into  a  plan  for  rendering  assistance  to  the 
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government.  On  the  15th  the  committee  reported.  Thirty- 
nine  of  the  New  York  banks  were  represented;  the 
Philadelphia  banks  were  represented  by  Messrs.  Mercer  and 
Patterson;  and  Mr.  Gray,  of  Boston,  represented  those  of 
that  city.  "  The  report  was  cordially  accepted  and  adopted 
by  the  banks  in  New  York,"  while  thase  in  Boston  and 
Philadelphia,  through  their  representatives,  "  as  zealously  and 
cordially  united  in  the  organization."  The  co-oi>eration  of 
the  banks  of  the  West,  though  greatly  desired,  it  was  found 
impracticable  to  secure. 

The  following  plan  was  adopted  :  There  should  be  an  im- 
mediate issue  by  the  government  of  $50,000,000  of  treasur}^- 
notes,  running  for  three  years,  and  bearing  interest  from 
August  15th,  at  7.30  per  cent.  The  banks  of  New  York, 
Boston,  and  Philadelphia  were  to  imite  in  taking  this  amount 
at  par,  with  the  privilege  of  taking  $50,000,000  more  on  the 
16th  of  October,  and  a  similar  amoinit  two  mouths  later, 
unless  the  same  should  be  previously  suKscribeil  as  a  national 
loan.  The  secretary  was  to  negotiate  no  other  government 
stocks,  bonds  or  treasury-notes,  cxc(?pt  those  payable  on 
demand,  and  the  Oregon  war  loan,  which  had  l)een  recently 
authorized,  and  was  less  than  $3,000,000.  Negotiations  in 
Europe,  however,  were  not  restricted  by  this  agreement  with 
the  bonks. 

An  appeal  was  to  be  made  by  the  govenimcnt  to  the  people 
to  subscribe  for  these  notes,  and  the  banks  were  to  subscrilxj 
in  proportion  to  their  capital.  No  bank,  however,  could 
sabscribe  for  more  than  one-fifth  of  the  amount.  The  agree- 
ment also  specified  that,  '^as  the  subscriptions  for  the  notes 
progress,  and  the  moneys  arc  paid  in,  the  same  shall  be  paid 
oyer  to  the  government  or  deposited  ^vith  banks  selected  by 
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■.V-:   i^r«-an'   of  the  trea^un-,  wiili   die  o.»DOTirrcDce  of  a 
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:r:.r.'r'rf:  of  the  associate:?;  and  so  much  uf  ihv  pr:*?eed*  of 
flc..;    ,  /i.'i,  a^  rliall    Ix-  re*|iiire«l   fur  the   purjKis^,  ?}ialj  he 
i'  ■.'.■■?.  ':.  rarahursement  of  the  a-i-ociates  fjr  salir-eripncais 
'.'    w.-:-:.  ;A'd  in,  but  not  othenvise  ^eimhuI^<^^." 

V  ■•>  •/&;./>  were  to  fjay  ten  i>er  cent  of  tlit-  ^uiii.-  sulifsirilicd 

i."    v>:,  t/^  the  a-sUtant  trwLsurers;  of  the  Unittd  Siare*  s 

/>>'V.;,.  N':-**  York,  and  Philadelphia,  and  the  resivlae  iraito 

V  :..>yf^i  x/j  t}i<:  crwlit  of  the  United  State*  on  iLx-  K«iikf  <^ 

■  .    \fi^.\yr  s^ul/?/;rihing.     Certificate?  were  to  be  is?ut*i  to  each 

«.  Mf-r./r.  *i*jiUTiir  the  amount  dejx/sitei],  and.  as  the  dep^isits 

f  .  ■.  ■•:  f>t:  v.ii}idrawn  or  paid  into  the  trt^a^ury,  rrea.'^unr-noiBB 

/r.  •    /   7..V,'  jif.r  fx-ut  intercr^t  were  to  be  i>5ueil  in  eqnil 

•      •v.  '.'.«:  sub-j^rilxm?.     When  the  depo>it?  wei^e  enni^ely 

j/...:  '-•.  '•>'  L'-'iJt^?'!  State?,  trea?ury-notes  for  the  first  deposit 

'.I*      1     -.'•'i.'.k:.-'  '.ver»r  to  Ixr  lissuetl,  and  all  note?  issuewl  to  tlie 

^y  >  ••  \v*^nr  t/>  Ixjar  even  date  ^*ith  the  cenificates  and 

•*.".   .'..v/^r-t  from  it.    The  agreement  provided  for  the  for- 

'.  .r.  .'.i'.    '.2  a  'jjiijijiitiee  to  represent  the  banks  in  the  three 

'    .'."  .■,  '/.jj'i'iMiijjr  the  bu>=ine?s.     The  eighth  seciion  of  the 

'  i      •*•*  i'.-rAi  iJiat  "  in  addition  to  the  lianks  of  Xew  Yoi^ 

J>.    .     ....'■   j'}*iladelphia.  it  would  1.>e  desrirable  that  other 

•i  "  -  '    '..'^I'i  'inyjtiif:  a-rvx-iates.  say,  trust  OMimpanies,  savings 
/.    /  '      .- .  r.:.',i'f: '/  i'j{>a:iit-'.  and  private  l^mker?,  who,  in  lien 
•     y  '.    /v.vy  'A'  ♦tij/iiai.  !-5iv:ild  ik^ignate,  when  joining  the 
I   .  /  V    .••- .  v.;;a»  am'^uiit  of  im^^-rtt?!  thev  decide  to  take."* 

'.'.  nr.  Mr.  Clia-<r  had  finished  his  necotiatians  with 
Uj-.  a  -/•;  .^•:  letaru.i  :  t  ^Wi-Iiiuja^'U  and  provided  for 
*•'  jjL;.w:/.i:''j:  e^i;4eacie5  "  by  issuing  to  public  creditors  who 
to  viu^o  r^yxslve  them,  or  for  cash,  six-per-ceiit  tmsoxy-notaBy 

^  16  Bank.  Mjig.,  ^  161. 
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$14,019,034  of  which  were  payable  in  two  years,  and 
$12,877,750  in  sixty  days.^  Meantime,  t<^)  ensure  the  success 
of  the  bank  loan,  the  expedient  of  issuing  clearing-house  cer- 
tificates, and.  of  appropriating  and  averaging  all  the  coin  in 
the  various  banks  as  a  common  fund,  was  adopted.  This 
action  was  a  continuation  of  the  policy  adopted  by  the  banks 
in  November,  the  previoas  year.  At  that  time,  foreseeing  the 
future,  they  "deemed  it  wise  to  Imnd  themselves  together, 
putting  their  coin  into  a  common  fund,  and  otherwise  aiding 
each  other,  so  as  to  enable  them  Ixist  to  sustain  tlieir  dealers, 
and  by  joint  action  to  relieve  the  wants  of  the  government,  if 
it  became  necessarj",  to  the  largest  possible  extent."  ^  Such  a 
vast  financial  undertaking  had  never  been  attempted  before  in 
this  country,  nor  was  ever  a  similar  one  matured  and  put  into 
execution  so  quickly. 

At  the  time  of  exeaiting  this  agreement  with  the  secretary 
of  the  treasury,  "  the  cralit  of  the  government  had  become 
impaired  to  such  a  degree  that  a  large  loan  could  not  be 
obtained  in  any  ordinar}'  way,  nor  even  a  small  temporar)' 
loan,  except  for  a  very  short  period,  at  a  high  rate  of  interest. 

*  Ann.  Trcas.  Report,  1861. 

'  Report  of  the  Loan  Com.  of  the  Associated  Banks,  p.  11 .  The  ctmimittee 
added  that  thev  believed  the  objects  projxwe^l  by  the  banks  at  that  time 
had  been  very  fully  obtained.  "That  in  the  future  the  banks  will  l(X)k 
back  with  just  pride  to  the  record  of  the  past,  bonie  by  them  in  the  most 
critical  and  eventful  j>eri(Hl  known  in  tlie  history  of  the  country;  and  that 
they  may  jostly  claim  that  by  their  foresight  in  (organizing  themselves,  and 
their  prompt  action  for  the  support  of  the  government  at  the  darkest 
moment  of  the  past  year,  when  they  placed  more  than  their  entire  capital 
■t  its  command,  almoet  without  hope  of  profit,  with  ruin  staring  them  in 
the  face  in  the  event  of  loss,  that  they  did  much  to  save  the  government 
from  being  overthrown  and  the  country  from  being  dismembered.'' 
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M'  //.-  \ti'iir^^.  faiM  tlififn  ;  the  rebellion  was  np>n  ?•:•  larze  a 
./-^.'^  iittfi  Ij:i/J  ii/i  iiri'ixixirrterlly  bnjken  out,  and  ra;jed  with 
.'•/j.  ''w/;  OiAt.  lo  miImIuc;  it  seemed  to  moei  peis«>n5  to  be 
w/./^/.-.-i»Ji .  Aih'.r  rsin-ful  del Kxfration  and  con?iiItarion  with 
h,f  it  t*Uiiy  iti'  ill'*  I  Jnifid-States  treasury,  the  l)anka  decided 
t'  >/*  \t»  '//*.•<'  for  lh<'rii  fo  (Ie|>art  from  their  usual  an^l  legiti- 
tt»*^»  )/rj.iiii.v  iiiifl  hiiHlain  the  government  credit. and  ?tand  or 
\'A\  "jiii  ii  'I'll*-  \r\.  n^UmA  the  public  confidence,  and  was 
li.'  1ii{/Ih.^i  iiiflorrK'UH'iil  of  the  public  credit  that  c^*uld  then 
^«l  ■»  1/' •  II  |/i'.'i-ii." ' 

Ii.'  l/iiiil!  iii|iilfil  lliiiH  }ihH<Kriated  aggregated  S120,<X^X0iX\ 
«  ^itn\m\t  Ilii  f  .ipiliil  of  tlii^  Ibink  of  England  and  the  Bank 
*i\  I  I'liH  <  'I  111  litiiilin  tliiif  joimd  in  the  movement  [Kkii^sessed 
Hi'  iiM'llii)  riijiiii'tly  (ill' iirnMiipiishing  the  end,  yet  were  free 
If'fiii  ilii  iilijiriimi  lit'  iictiii^  as  a  single  great  corporation. 
'1  Ifi  II  liiiiiiit  (ill  riiiiijiiitiii  wiis  : 


\\:.*H\-      ''I    f"  *    I  ■••■•      ■ 

i'liii.i'ii  ii'iii'i 


I. M  1111.11  IKK. 


|i|  ItihllN. 

thi-.'.«H«i.  MIH 
l>-,.'  J  i.HliI 

l;.,.i.Li,NtM 


i-inrri.ATioN. 


2,«»7fi,Kf»7 
Slt;,{MV|,74U 


Afwmi  IS  cou. 


$19,73330 
6,765^13) 


$63,165^139 


■  l(<  |Hiii  III  I  III'  1.111111  rmii.,  |i.  WS.  "  WIk'ii  the  banks  agreed  to  advance 
(III  II  iiiilltniin  III  I  lit-  piiViTitiiii'iii,  (lii'V  (Ilil  M>  witliout  hope  or  expectation 
III  |iinlii  iiiiiii  h.  iiii'l  ilii'v  fiii-iifHtlv  MMiiL'lit  to  nl)tnin  from  the  government 
ijir  HM'iitiiiiiri'  itiiii  ilii'V  iilioiilil  Ih«  iiiiliMiuiirutl  fnmi  loas.  It  was  not  until 
livr  iiiniiiliii  itliii-  iiiklni;  tlio  llrMt  limn,  iiml  two  months  after  taking  the 
(htiil, .  .  Ill  III  llioiv  wiut  tiny  rniNiin  to  oxinvt  the  securities  to  command 
ill  I  111!  niiii'iifl  u  piliv  liiiLihrr  thnii  I  hut  tit  wh'u'h  they  had  been  taken."^ 
//im/  ,  |i.  :t'J. 

'  'riiiii-  iiKKrc^iit**  (iijiiliil  tit  thiit  tinu*  wiih  $120,000,000,  New  Yoik  banki 
hiiviiiK  (i;n.iNH),Oi)0;  lUiHtim.  $:m,iKKMNH),  ami  Philmlelphia,  112,000,000. 
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They  had  therefore  $63,165,039  in  coin  to  meet  §142,381,956 
of  liabilities,  or  forty-five  j)er  cent  of  the  whole  amount. 
"Surely,"  says  a  very  high  authority,^  "such  conditions  as 
these,  with  judicious  administration,  were  adequate  to  the 
work  which  the  country  required.  A  great  merit  of  tliis 
bank  combination  at  that  critical  moment,  when  the  life  of 
the  nation  hung  in  the  balance,  consisted  in  the  fact  that  it 
fully  committed  the  hitherto  hesitating  moneyed  capital  of  the 
North  and  East  to  the  support  of  tlie  government.  The 
bank  officers  and  directors  who  tlms  counseled  and  consented 
were  deeply  sensible  of  the  momentous  responsibility  which 
they  assumed,  but  all  doubt  and  hesitation  were  instantly  re- 
moved, and  perfect  unanimity  was  secured  by  the  question, 
'What,  if  we  do  not  unite ?^  And,  acting  as  guardians  of 
a  great  trust  exposed  to  imminent  danger,  they  fearlessly 
elected  the  alternative  best  calculated  to  protect  it." 

The  problem  for  tlie  banks  to  solve  was,  how  cx)uld  the 
available  capital  be  drawn  from  the  people  and  devoted  to  the 
support  of  the  government  with  the  least  disturbance  to  the 
country,  and  by  what  means  could  arms,  clothing,  and  sub- 
sistence for  the  army  be  secured  in  exchange  for  government 
credit.  As  these  transactions  were  simply  home  exchanges, 
bank  checks,  deposits  and  transfers,  the  ordinary  instruments 
of  trade,  were  the  l)est  means  for  effecting  them.  To  transact 
this  business  the  most  eflectively  the  preservation  of  a  specie 
standard  by  the  banks  was  neccssar}-,  and  this  end  in  turn 
necessitated  the  least  possible  change  in  the  coin  reserve. 

"Accordingly,  it  was  at  once  j)roposed  to  the  secretary 
that  he  should  suspend  tlie  operations  of  the  sub-treasury 
Act  (which  required  that  nothing  but  coin  should  be  accepted 

'  Qoo.  S.  Coe»  Spaulding,  Appendix,  p.  89. 
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'  *  •    -  rf ':,:,,'"'/■:  '.'.':..   r- :  r->«r-V.'i  ::-r  ::.*'^  •. LmvI  lonks,  Mr. 

.  -..:  'j-.  '.:'  ^   SKr  ^'-'  ^^  -  *     :*:r:-:::  :hv  ?*^r«arv  of 

•  .':  *:*-.:.'. rv  V/'i-jv-i:  any  :::>L:y '.:•:-■:.. 'i  tV  ni  !.:<in*  then 
;  :'l'.:\//4  r.v  :;i-;v  t'y  th-:  or^!::  of  th^  :rv;isui\r  o:  the  United 
h-'/"-.  l:i  -'*"■'  -"Iv'.nt  -{K-t.'io-fiaym^'  ^anks  as  he  might 
.'l-f?'  hi  A  tli':  III' •::';.'  tha-?  •kjii-'^^lte-l  iniirhi  l>e  withdrawn 
f  „■  'i'-i.'/  it  v.irli  ill*-  nrjular  authoriz*.il  iK'p>iituries,  or 
f',r  til':  [Kivrn'rit  of  j»5:i>li':  iluerr,  or  paid  in  iho  redemption 
/,r  !!»'■  ii'fU.'  aiitli';rizwl  to  Ix;  i.s-u*.-d  under  that  Act,  or  the 
Arf  I',  wlii'li  it  «ii-  .-iijiiili.nientan',  livable  on  demand,  as 
iMi;'lii  ^'-rii  t:x\t(A\'u\  t(»,  or  U- din.-etetl  bv,  the  secretary  of 
1 1,'    inii-iiry.'     'i'lii*^   lii'*v  ^"^^^  V*^^^^^   f<>r   the   purpose  of 

•  hiibliii^'  iIh-  .'^•'Tfrtary  *»("  the  treasury  to  adopt  the  policy 
n..,iiim.iiili'«l  bv  tb«-  banks,  but  Mr.  Chase  declared,  « uiwn 

m 

\i\'  jiiillmrilv  :\^  ihiiiiu-n  minister,  and  from  his  personal 
l.iiMwIiil;/!'  nf  its  pui'|»ns(;,  that  the  Act  had  no  such  meaning 
ni  ini- lit."  Yit  In;  was  iiiHiuestionably  wrong,  and  we  can 
di  uMivcr  nil  j^nmnd  mi  which  his  didaratlon  can  securely  rest 

»;J7  ('<»iiK.,  iirsl  Hcwion,  chap.  46,  bcc.  0. 
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Mr.  Spaulding  says  that  the  primary  olyect  which  Mr.  Apple- 
ton  aud  liiraself  had  iu  view  in  pit^paring  the  law,  "was  to 
relax  the  rigid  requirements  of  the  sub-treasury  Act  in  regard 
to  the  receipt  and  disbursement  of  coin,  and  instead  of  juiy- 
ing  solely  from  coin  deix)sits  in  the  treasury,  to  allow  all  the 
money  obtained  on  these  loans  to  be  deposited  in  solvent 
banks;  the  United-States  treasurer  to  draw  his  checks  diixvtly 
on  such  deposit  banks  in  payment  of  war  expenses,  which 
checks  would  be  paid  in  State-bank  notes  then  reileemable  on 
demand  in  gold,  or  in  the  ordinary  course  of  business.  To  a 
laige  extent,  tliey  would  pass  through  the  New  York  Clear- 
ing-house and  the  clearing-houses  of  other  cities,  and  be  set- 
tied  and  cancelled  by  offset,  without  drawing  large  amounts 
of  specie."  The  statement  of  Mr.  Spaulding,  who  prci)ared 
the  Act,  must  be  regartled  as  the  highest  authority  in  this 
matter,  consequently  the  declaration  of  the  secretary  cannot 
stand  in  the  court  of  history. 

The  bank  committee  clearly  saw  the  importance  of  exercis- 
ing the  authority  conferred  on  the  sccretar)^  by  the  above- 
mentioned  Act  to  alter  the  mode  of  receiving  and  disbursing 
the  public  money.  "The  subject,"  sjiys  Mr.  Coe,  "was  dis- 
cussed from  time  to  time  with  much  zeal,  but  always  with  the 
same  result.  To  draw  fi*om  the  banks  in  coin  the  large  sums 
involved  in  these  loans,  and  to  transfer  thoni  to  the  treasury, 
thence  to  be  widely  scattered  over  the  country  at  a  moment 
when  war  had  excited  fear  and  distrust,  was  to  be  pulling  out 
continually  the  foundations  upon  which  the  whole  structure 
rested.  And  inasmuch  as  this  money  was  loaned  to  the  gov- 
ernment, and  was  in  no  sense  trust  i*ei)OS(Hl  in  the  banks,  there 
appeared  to  them  no  reason  why  it  should  not  be  drawn  by 
checks  iu  iavor  of  government  contractors  and  creditor's,  who 
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W(»ul(l  mjuin*  to  ox^•hanJ^*  ihoni  for  other  values  in  commerce 
niul  trmlo  iIiiviikIi  tho  pixni^ssos  of  the  clearing-house.  And 
this  (iMisulcnition  was  jm^-uly  strengthened  by  the  fact  that 
llifK*  julvanivs  wiMX'  mailo  and  the  money  publicly  disbursed 
a  loiii;  liiuo  W'iow  tho  tnu<urv -notes  were  ready  for  delivciy 
to  tht*  Imnks  which  had  jKiid  tor  ilu'ni." 

The  inqnin'  is  jH^rtinont  for  what  puqx)se  did  Mr.  Chase 
siipjHKsi*  the  Ad  ill  iiiK»stion  w:u?  ixisseil,  and  why  was  he  so 
unwilling  to  take  advantage*  of  it  in  nx-eiving  and  paying  the 
pnblio  money?  One  n^jUKUi,  doubtkss,  was,  lie  did  not  com- 
pn»hend  the  inii>oilaniV  of  tnuisiuniiig  the  public  business  in 
the  nunle  reixMnincndinl  by  the  Inmks,  and  for  which  the  law 
had  pi\)viileil.  >rr.  Chast*  was  eniphatirally  a  'Miard  money*' 
man ;  he  well  knew  the  evils  i-ansinl  by  using  any  otlier 
meilium  of  i>aynient,  and  he  U^lieveil  the  government  could 
I'ontiuuo  to  do  bnsiness  on  a  pun^ly  sjuvie  basis.  He  did  not 
in  the  least  a>ini)rehend  that  the  vastly  greater  payments 
ivciuiitHl  an  entirely  iliilerent  nunle  of  making  them.  The 
l)iinks  were  far  wiscT  than  the  si'cn^taiy. 

Another  ixnison  for  Mr.  Chase's  aversion  to  receiving  bank- 
notes was  not  wholly  without  fonndation.  Many  of  these 
institutions,  particularly  in  the  West,  whence  Mr,  Chase 
came,  had  issual  their  notes  with  great  recklessness.  The 
banks  in  Xew  England  and  the  Middle  States  had  been  much 
more  prudent  and  their  circulation  wns  safe.  But  many  of  the 
"Western  Ijauks  had  issued  theirs  on  the  security  of  Southern 
State  bonds  which,  after  the  ^var  began,  were  at  a  heavy  dis- 
count.'   They  were  not  required  to  keep  a  reserve  of  specie. 

^  16  Bank.  Mag.,  pp.  5,  485, 486.  Gov.  Yates^  of  Illinou,  remarked  in  his 
niestuige  to  the  Lcgitdature  in  Joniiair,  1863 ,  "  Tlie  oatbreak  of  the  present 
unexpected  rebellion  found  us  with  a  circulation  of  bank-notes  under  our 
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If  the  Xew-York  banks^  when  dealing  with  Mr.  Chase,  erred 
in  judging  too  highly  of  the  confidence  that  ought  to  be  given 
to  the  banks  throughout  the  country,  Mr.  Chase  erred  far 
more  in  regarding  all  banks  like  the  Western  ones  with  which 
he  was  familiar,  and  whose  reconl  did  not  indeal  justify  the 
bestowal  of  much  public  confidence. 

Nevertheless  the  banks  yielded,  though  they  "  would  have 
conferred  an  incalculable  benefit  upon  the  country  had  they 
adlieied  inflexibly  to  their  own  opinions."  But  why  did  they 
yield  when  they  saw  so  clearly  tlie  need  of  adopting  the  policy 
recognized  by  Congress,  when  authorizing  the  secretary  to 
suspend  the  operations  of  the  sub-troasury  law  ?  "The  pressure 
of  startling  events,"  says  Mr.  Coe,  "required  prompt  decision, 
and  the  well-known  intelligence  and  i>atriotism  of  the  secretary 
gave  to  his  judgment  overwhelming  power." 

Notwithstanding  the  unwillingness  of  the  secretary  to  accept 
bank-notes  and  to  employ  the  machinery  for  discliarging 
obligations  which  the  banks  had  perfected,  he  was  not  averse 
to  the  issue  of  demand-notes  by  the  government,  though 
having  no  coin  to  redeem  them,  and  dependent  on  the  banks 
for  a  supply.  Early  in  August  they  were  put  into  circ^ulation 
by  paying  them  to  the  clerks  of  the  department  for  salaries, 
and  to  other  creditors  of  the  goveniment.  There  was  genuine 
reluctance  to  receiving  them,  and,  in  order  to  give  them  credit, 
the  secretary  and  his  assistant  and  other  leading  ofiicei's  of  the 
treasury  department  signed  a  paper  agreeing  to  accept  them  in 

banking-law  of  over  $12,000,000,  secured  l)y  State  and  United-Suites  sto^.'ks 
to  the  amount  of  over  $13,000,000.  About  thre<*-fourths  f»f  this  sum  was 
made  up  of  stocks  of  the  Southern  States."  As  their  credit  was  larcelv 
destroyed  when  they  rebelled,  their  btocks  depreciated  in  value,  forty,  Mty, 
or  even  more  per  cent. 
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luvhun!  Kii  \Uvi\  s:i;:.r!:^  -Trv.  r.itTohants and  shop-keepers 
at  M  :i*ti\\i;;hrti  -'Oiitti*  i.  .-.is^^rtO::  ihi^m  :"^  sc»me  of  the  rail- 
rv.iw>  i)t\lini\l  i.«  '.:iui  -.:v.r.:  .V  :>:iv:.K':ri  of  farts  and  freight,* 
■ii^il  1 1 K  I V.I -.1  k *  "I ii: J . *. I ! V  n:; *»  :: k:;;  .•  •" :^.  ]>ny monts  could  not  he 
»n;\"n:aii^«\l  ii  liii  T:':..ivhT>  :-.,:•..  ::i.::i  vrtOY*  lo  Ix?  intcitepted 
-r.u:  :iV  r:>:Vi  I7  ::.:  c.^>^^:- •"':•-  Nor  oonld  the  banks 
rtvvlvt'  >u.':.  :k«Is>  ».^.i  .it:«.T^::  ::\  ...  ::.:  ]v.iV»!i:*  ;i.*  money  while 
tbtv  Win  rf-iv*.!*'-::;:;  :.  Ti>-.  c^\ ir.r.v.nT  ainl  to  their  own 
Otr4:;r>  i:i  .\.'.:i.      r.*  '^'^^   *v...k-  ::..>  w.i-  i:iAinou  in  the  most 

>v^i  j  j^.^  -..  i-N  v.-  >.  :.i.*»i>  y.  ..■*  -.  :i  T>»»u-  p.  225»,  that  he 
*--.;^,~..  :■-..■..,;:.: '.lii  :.>•"•■■  •■f^  .!•■.;>  i.  '/:.'.'.:.•  ."ic  i  iiix  n  ml  experienced 
^  '•  r.-.i-.V:';  .■.-:-.--"'^  -■  -•'■''■■■■*:  .: .'  ■  .\\*.^;:.:t.v  . :"  i-no  of  ihem  at  the 
r  --i-.--^  2\  ■:;..  A'i»-'..'.  ;:.:  '  -».  •■  i:.-.* '^■.'^■; •.■.•.>:  "^n  ff  t^ash  paymeats^a 
■»r:L"'.lT  X--B-  Y  "t?"  i-^-'t"  •■■•>'*  ••-*  ■.u^'*'!*.  .V.  . :"  a  IriTW  sum — approxi- 
--^.:.,  ..,  ,^  -^_l,j..:-.  .:  ... -"'^> — --■  »":i -.■■■.?"-■.:  '•i'^  llo  otfoivd  them  for 
.:  .  ^■.  :.  -  ,  .,  .V     .  Nt*»   \.:k   ...i    .:.,^r*  i«f  "which  refused  to 

»..^:-^..^«    -.    .^i^Y.-  ",:.  ;':.i   .r./.s.".*  .'...>•:  .u  :!.e".r  busixii^as  or  in  anj 

■  :•.•:.•  V?.-  :i:i-  i-  •-  ^•'--  -•  -    *  5*^*^ '     ^'  "^ "  "=*' ''"  •' ••'^■'■"^*^*-  ^ *»*  penlleman 

^^. -„  '.r.-^'vi    Ti'.  lit:.— ^  ■  ■->'"■>  >. -"V  >.\x>.'.Mi  for  customs  the 

■     -..  ..  ... -V   .,--     ..vv.w/.i.  '■--'  .'.■.\"a:^.v  iri  iho  price  of  coin ; 

,;^     f  .  *«.:  vr  v  . :        -  >"*^'  '^  *-■*■  ^"  ■  "  •■•'^     •*  ^^'*:**  aiKl  Means: 

,  ...  ,■-..,  ■...  ■  •-■ri.  r  !:::^^::.  h/w*  .'.r.  --.iV.  iv  avoided  if  the 

••..,....  .■j-;V'r:  ••  V  :'.•  r*'-! '-i- «"*'™">'- '  >"  --•'>' ^■^^>' '■^■>K>ra>M««.  and 
i,v  ,'•■■.  /  •/  •:  fl;./::.?  ir;--.:w"  •"-  '^  r<>-^''''"^  -''"•"■  r\^  «'^*™  **  »"«>»?■  in 
.' • .  "... .  L-  . .  -  «-:.: :.  *'; '-tcly  ■  '  t'n>^^»^- ^ •>•  >™v»'"«'-  =  ^^^^^ nnf.  nunatelr, 

,,...  th. -  *!.'i  ^l;"-:  »'--»'"°  t*"''--  '■'"  "•'*'*'•■ '"  "■'  """••''^^'^  depwda- 
,L'„  ..f  .»..-  irt--.  1 .11  t"  «!-t»'.lbh  diioriminations  in  bn*in«  Si^nA  thaw 
,1..,  ;„  thi.  ,u-.wt  /ive  a  vTlial  sapport  to  the  povcmment.  uid  in  &vor 
„f  ,ho*  wh.,  .1.,  ..«i.'-0.«3.  O'oV,  Feb.  4,  ISOi  p.  639.  Opinio  i« 
a.u.1.  .livi.le.1  .,n  the  «ubi«tt  of  L>,aii«  them.    The  b«>ks  genecnlir  w«» 

op^.-Ob'.-d  Vi  lllib  hUrp. 
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embarrassing  form.  The  secretaiy,  therefore,  was  strongly 
solicited  to  refrain  from  exercising  the  discretionary  power 
given  to  him  to  issue  such  notes  until  other  means  were 
exhausted.  The  secretary  assured  the  banks  of  his  acquiescence 
in  their  recommendation,  but  insistal  that  it  was  improper  for 
a  public  officer  to  pledge  himself  openly  not  to  exercise  a 
power  conferred  by  law.^  This  statement  was  satisfactory  to 
the  banks,  and  they  began  to  pay  into  the  treasury  in  coin  at  the 
rate  of  about  five  million  dollars  at  intervals  of  six  days.  As 
long  as  the  sccretar}'  kept  the  treasury-notes  out  of  the  channels 
of  circulation,  the  disbursements  of  the  government  were  so 
rapid,  and  the  movements  of  trade  so  intense,  that  the  coin 
paid  on  each  installment  of  the  loan  came  back  to  the  banks 
throngh  the  people  in  about  a  week. 

After  taking,  but  before  paying,  the  third  installment  of 
$50,000,000,  the  associateil  banks  were  in  a  strong  position, 
and  had  not  lost  much  sixjcie.  "  It  may  be  confidently  affirmed 
that  had  the  banks  been  permitted  to  exercise  their  own 
methods  of  exchanging  the  bonds  [/.  c,  the  7.30  notes]  for  the 
varied  products  of  industry  required  by  the  government,  they 
oould  have  continued  their  advances  in  sums  of  fifty  millions 

'James  (rallatin  wrote  to  Mr.  Cliaso,  Sept.  12,  ISfJl  :  ""When  the  pro- 
pcwed  system  of  mining  means  bv  the  banks  was  rc|K)rtoJ  by  a  (X)raiiiittoe 
of  ten,  they  were  ahnost  unanimously  in  favor  of  ailixing  to  it  a  condition 
that  goveromcnt  shouhl  not  issue  demand-notes.  That  condition  was  only 
jidded  from  a  reluctance  to  endanger  or  embarrass  your  appeal  in  so 
solemn  a  crisL^  and  because  of  your  remonstrance  against  being  compelled 
to  give  an  official  pledge  against  the  une  of  a  legal  ena<.'tinent ;  and  still 
farther,  because  of  your  assurance  that  it  would  only  Ih?  rcsorte<l  to  when 
other  means  of  raising  money  should  fail.  The  banks,  therefore,  feel  the 
most  implicit  confidence  that  these  issues  will  be  confined  to  a  very  incon- 
sum,  and  not  be  extended  beyond  a  small  amount,  for  wliich  a 
fund  will  be  pledged."'-10  Bank,  Maj.,  p.  354. 


•>^ 
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fiF  fiii  iiKlpfinite  p»ri«Hl,  ami  unril  the  available  resourues  of 
rii»-  {-.efjpl^r  iiad  Unm  all  gathereil  in." 

Wiit-n  the  -jt^retarj-  niaile  hLs  anaiml  rep>rt  on  the  9th  of 
I>'-f:*:mVj»ir,  he  rcuiark*:**!  tliat  the  obji.'ct?  of  hi^  ammgement 
'.vith  the  a.-.'^i«:iate<l  l/ank-s  were:  1.  To  place  at  the  coiumand 
i,f  the  sr.*vf;mm«:nt  thu  large  ?iiin.-  inmioiliately  noeiled  for  the 
payment  of  maturing  trea»ury-ni>te!?,  and  f«>r  other  disburse^ 
ments,  on  li  nary  and  extnionlinary ;  2.  To  secure  to  the  people 
e^iial  opiv>rtunity  with  the  banks  for  jxirtioipating  in  the  loon; 
o.  To  avoid  c'omfietition  between  the  government  and  the 
a.--rKirite«l  institution*  in  the  disi»al  of  bonds;  -L  To  facilitate 
firii  1  -frf:ure  further  advance?  to  the  government  by  the  a:?sociatea^ 
if  n.rjuirfrrl ;  ami,  o.  To  insure,  if  p^^iwiblc,  the  maintenance  of 
pa V merit-  in  r.fK.<:ie,  (tv  its  actual  et^uivaleuts  and  representatives. 
A  !1  thf-M'.  olijr-et.-^,  he  ajntinued,  had  l>een  happily  accomplished. 

The  ■■♦•rTetar^'  faithfully  sought  to  execute  his  agreement 
with  the  Ijank-  to  Ixjrrow  money  from  the  people.  An  appeal^ 
wrtH  marie  to  them,  and  su1j<cription  books  for  a  loan  \rexe 
(tjtf-nfA  in  all  the  chief  towns  and  cities  of  the  loyal  States. 
One-  hiin»]n.*rl  and  forty-eight  agents  were  ap{x)int€dy  who 
reruiive^l  one-fifth  of  one  jKir  cent  on  the  first  one  hundred 
thousand  dollar-i  of  sub-scriptions,  and  one-eighth  of  one  per 
<v\\i  on  arMitional  amounts.  Beside  these  commissions^  a  sum 
not  ex(^:e<liiig  one  hundred  and  fifty  dollars  was  allowed  for 
;i«lv«Tti.-*ing  in  a  hxality.  The  subscriptions  received  through 
tli('>e  agents  amounted  to  $24,678,866.  The  assistant  treas- 
iircrH  and  rlesignated  dei)ositaries  of  the  treasury  department 
solrl  a  f:on<^id(*niblc  quantity  of  notes,  but  the  total  subscriptions 
wen:  insiifTicient  to  reimburse  the  banks,  and  the  balance  of  the 
first  fifly  million  loan  was  paid  to  them  in  seven-thirty  notes.' 

<  10  Bonk.  Mug.,  200.  *  Report  of  the  Loan  Com^  pb  14. 
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The  time  had  not  yet  come  to  float  a  "popular  loan.'* 
Capital  is  usually  timid  in  face  of  war.  Nevertheless  the 
banks  of  New  York,  Boston,  and  Philadelphia  had  set  an  ex- 
ample of  loyalty  and  daring  which  the  people  ought  to  have 
imitated.  Though  capital  was  ahundaut,  the  owners  hesitated 
to  subscribe.*  Moreover,  the  difliculties  of  conducting  the  busi- 
ness by  the  treasury  department  were  very  great.  In  discharg- 
ing the  second  installment  of  $50,000,000,  the  banks  agreed 
with  the  secretar}'^  to  take  the  seven-thirty  notes,  intending  to 
sell  them  to  the  people.  The  accounts  with  the  subscription 
agents  therefore  were  closed,  and  the  secretary  simj^y  delivered 
the  notes  to  the  banks  and  received  the  money  for  them.^ 

The  third  installment  was  negotiated  with  the  associated 
bonks  on  the  16th  of  November.  The  secretary  agreed  to 
issue  $50,000,000  in  six-per-cent  bonds  to  them,  at  a  rate 
equivalent  to  par,  for  lx)nds  bearing  seven  jxir  cent  interest. 
This  n^otiation,  though  less  favorable  to  the  government — 
considered  purely  as  a  money  transaction — ^than  the  two  prior 
loans,  in  some  respects  was  more  advantageous.  There  was  no 
contract  for  reimbursement,  and  no  immediate  expense  to  the 

* "  It  b  a  noticeable  fact  that  forty-five  out  of  the  fifty  millions  (of  the 
fint  installment  above  mentioned)  were  dispoe^ed  of  to  the  public  as  soon  as 
practicable,  at  the  cost  price,  without  a  dime's  profit  to  the  bankb ;  the 
people  now  being  inspired  with  the  necessary  confidence  by  the  fact  tliat 
the  asBOciated  banks  trusted  the  government." — Letter  nf  J.  E.  WUUanu^ 
Prts.  i4  Metropolian  Nat.  Bank,  to  W.  D.  Kelley,  Feb.  14,  1876.  At  first 
the  people  sabscribed  quite  freely  for  the  Iwnds,  and  in  September  James 
Grflllatin  wrote  cheerily  to  the  secretary :  "  The  plan  so  wisely  adopted  for 
■applying  the  treasury  by  distributing  the  loan  through  the  medium  of 
banks  is  meeting  a  success  exceeding  all  reas^mable  expectjitions." — 10 
Biskk,  Mag^  p.  867.    The  public  demand,  however,  did  not  long  continue. 

'Schnckewi,  pp.  227,  229,  342.   Bep.  of  Loan  Com.,  p.  16. 
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ft  w,ii'.-I  fi.'t  jjIh  f.rrfTify  wiih  *-•  rnrjrh  0'T»T*rr.  You  will  see  at  once  that 
ir.'  (f.orMrnt  w-  intr'^ifir:*')  a  thini'  not  irolveot  into  the  i^olTent  maa^wt 
>t\tit\'**-f\  a  rnirttji  int/r  a  plu-  quantity.  .  .  .  We  continued  this  until  the 
:il^r  i.f  \utf'iii}/i:T,  I '•41,  anil  it  was  then  found  that  «o  much  of  the  inflol- 
Vfiii  li:i'l  ^i^frttn:  irn:itr\ftnUt\  inUf  the  Mil  vent,  that  we  could  not  go  on  mnd 
irfiy  i//A*\  i»tti\  r<:'«ive  -onK-tliin^  of  lower  value." — Proceediwis,  p.  Si. 
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withdrawal  or  less  active  cirtiiilatioo  than  before.  During 
tlirec  weeks  from  December  7th,  the  reserves  of  tlie  banks  in 
New  York  fyll  to  $29,102,715,'  a  loss  of  $13,000,000  within 
tliftt  short  i>eriod,  and,  on  the  2Sth  of  December,  after  con- 
ference with  the  secretary,  In  which  he  persisted  in  adhering 
to  his  policy,  the  banks  voted  to  suspend  specie  payments 
on  the  snccceding  Monday.  They  clearly  saw  that  their  gold 
iTOuld  soon  disappear,  and  their  suspension  would  l>e  inevit- 
able, and  so  they  wisely  dwiided  to  shut  down  the  gates  at 
once  and  save  the  gold  yet  remauiing.*     As  llie  payment  of 

■"From  the  ITili  of  August,  ISni,  lo  tlie  4lh  or  January,  1862,  the 
spede  wns  tlecrcoecd  $2o,7uO,I12,  in  the  New-York  banlu." — R^.  of  Lonn 
Cam.,  p.  36. 

'"With  on  impcrntive  demand  on  the  one  hand,  snd  with  dimiiuehed 
iwoums  un  the  otiier,  it  beotme  a  question  whether  depletion  should  be 
allowed  to  [jroceed  to  its  utmost  limit,  or  whether  the  conneciioa  btitween 
liie  banks  nnd  tlie  treasury  should  he  hroken  in  wauou  to  secure  to  the 
ftinuLT,  for  ullimate  use,  su  mnch  of  Hperie  tis  etill  remiiind  in  their  tiuiIM. 
Il  WM  under  these  cirrunistitnceH  that  the  b-inks  in  New  York  resnlved  to 
Bmpend  apecio  payraenls." — Anmud  Itrji.  af  BoHkiig  Sup.  of  N.  Y.,  1862. 
Junes  Gallatin  &nid,  nl  the  meeting  of  bank  officers  who,  on  ihe  28th  of 
I>eccinlicr,  ln^l,  Tot«d  to  suspend  »pede  ptLymeni«;  ''The  |i:DT(>rnment 
mutt  ouspvod  upecie  pnymeols,  or  we  must;  nnd  it  is  only  u  question 
of  a  fev  more  dnyf^  time  as  tn  who  niu^-Jids  first,  nnd  who  shall  hold 
the  specii'  in  our  vaults.  If  we  bold  it,  the  people  und  the  government 
will  be  nlike  beneliied.  If  government  lakes  it,  the  whole  will  Iw 
•xpeiided  iind  hoa^^ed  by  a  few  pwple-  Indeed,  the  (juestion  for  us  to 
oonudci,  ns  tnuleea  of  the  people,  now  is,  How  much,  if  anything,  can  we 
Lrip  to  preserve  of  the  values  whifh  the  npproaching  tornado  of  paper 
nwney  threntens  tv  sweet)  awny?  ...  In  order  to  preserve  a  basi*  for 
future  tbIups,  we  should  endeavor  la  ^  and  keep  as  much  coin  at  possible, 
Opcm  which  lr>  resume  specie  payments,  whenever  that  can  be  done  with 
sfciy.  Contraction,  for  that  purpooe,  must  eveoiually  lie  resorted  to,  and 
llic  ta'i*  fin  we  have  on  hand  the  lees  severe  wilt  be  the  contraction." — 
16  Ami.  Xo'}.,  p.  62T. 
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S{)ecie  by  the  govcrninout  depended  on  the  action  of  the 
l>auks^  it,  too,  8ii.s[K'nde(l  si)ecic  jwiyments  at  the  same  time,* 
followed  by  the  banks  throughout  the  country. 

Thus,  the  policy  of  tlie  treasury  in  requiring  i)ay^iuents  to 
be  made  in  (x>in,  contrarj-  to  the  advice  of  the  banks  and  the 
intention  of  CVnigress  expressetl  in  the  repeal  of  the  sub-treasury 
law,  and  in  issuing  demand  treasury-notas  though  advised  to  do 
otherwise,  speedily  brought  the  settretary  to  the  end  of  his  road. 
He  had  rei)eated  the  experiment  tried  by  the  French  finance 
minister  Colonne  in  1787,  with  the  sjime  result  and  in  the 
same  brief  time.  Unhappily,  he  dragged  the  banks  down 
with  the  treasur}',-  and  entailed  a  long  train  of  evil  conse- 

^  The  amount  of  demand  treasury-notes  then  in  circulation  was  933,* 
460,000.    Annual  Treas.  Re[)ort,  1862,  p.  9. 

'Mr.  Van  Dyck,  bank  superintendent  of  Nc^r  York,  said,  in  his  annual 
rei)ort  for  1862:  "To  their  credit  [the  banks],  be  it  spoken,  met  the 
exigemy  wltli  a  patriotism  and  liljerality  that  excited  surprise  at 
home  and  abroad.  Had  they  been  mot  with  a  corresponding  spirit  on 
the  part  of  those  in  authority ;  had  the  burrlcns  a.*«nimed  1)een  miti^ted 
by  prompt  action  on  the  ])art  of  the  government  in  the  delivery  of 
its  securities ;  had  the  rigors  of  the  sub-treasury  tn'stem  been  mitigated 
by  tlie  iLse  of  the  Ixinks  as  deiiositories  for  loans,  to  be  disbursed  in  the 
usual  manner,  through  the  use  of  checks,  notes,  and  the  usual  credits,  as 
the  demumls  of  the  government  might  have  re^inired,  there  is  every 
rea5«on  for  believing  the  I)anks  would  not  have  been  driven  to  the  exigency 
of  breaking  faith  with  the  public  in  respect  to  the  redemption  of  their 
notes  in  specie.  Even  as  it  was,  they  scrupulously  fulfilled  their  engage- 
ments witli  the  gt^veruuient,  and  on  the  4th  of  February,  1862,  made  their 
final  payment  on  tlie  §;}o,000,00{)  li>an  of  X«>veiiil>er  16,  1861,  although,  at 
the  date  of  such  last  payment,  but  $7,000,000  of  the  securities  to  be 
furnished  had  yet  U)  l>c  received.  Nor  was  such  payment  made,  as  liad 
been  alleged  on  the  lloor  of  Congress,  in  the  depredated'notes  of  the  bank, 
but  in  coin  and  government  notes,  many  of  the  latter  beixig  of  the  daai 
receivable  for  customs." 
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quenoes  on  the  cjountr}^,  among  the  greatest  of  which  was 
the  untimely  recourse  to  l^al-teuder  notes,  the  history  of 
which  will  be  soon  given.  Their  issue  would  certainly  have 
been  delayed  had  he  adopted  the  policy  recommended  by  the 
banksy  and  the  e\'il  effects  flowing  therefrom  would  have  been 
&r  less  than  those  which  followed. 

On  the  other  hand,  if  the  banks  had  not  hesitated  to  em- 
ploy the  demand  treasury-notes  like  their  own,  the  suspension 
of  specie  payments  would  have  been  deferred.  If  the  banks 
had  received  them  on  general  deposit,  they  would  have  circu- 
lated like  other  notes.  The  effect  of  such  action,  it  Ls 
true,  would  have  been  to  increase  their  responsibility.  And 
why  should  they  be  blamed  for  declining  to  assume  tliis 
burden,  since  they  could  gain  notliing  by  carrj'^ing  it  ?  They 
had  already  done  much  for  the  government ;  far  more,  prob- 
ably, than  any  of  their  accusers.  Many  banks  doubtless  de- 
sired to  furnish  the  paper  circulation  needed  by  the  country, 
and  looked  with  disfavor  on  any  attempt  of  the  secretary  to 
invade  their  field,  and  declinetl  to  receive  the  government 
notes,  in  order  to  maintain  their  position  more  securely.  The 
secretary  seemed  determined  to  push  the  demand-notes  into 
circulation,  either  supposing  the  banks  would  accept  them  in 
direct  competition  with  their  own  notes,  or  expcx^tiiig  to  draw 
their  specie  from  them  when  paying  the  §150,000,000  loan, 
with  which  he  could  redeem  the  notes  issued  by  the  govern- 
ment. He  must  have  seen  that  his  policy  was  dirtH?tly  op- 
posed to  the  interest  and  safety  of  the  banks.  If  they 
leoeived  the  government  notes,  the  paper  circulation  was 
expanded  while  the  specie  basis  remained  the  same,  thus 
endangering  their  own  safety,  and  without  getting  the  small- 
est benefit.     If  he  drew  specie  from  them,  the  greater  the 
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amount  the  more  quickly  he  could  force  them  to  suspend. 
Sir  Robert  Peel's  father  wrot€  to  Parliament,  in  1826,  "Gold, 
though  in  itself  massy,  often  disappears  in  consequence  of 
war,  or  speculation,  nay,  the  breath  of  nmior  itself  is  sufficient 
to  disperse  it."  Mr.  Chase's  knowledge  of  the  important 
part  gold  played  in  sustaining  our  financial  system  was  of  a 
cruder  kind.  If  the  banks  had  accepted  the  $50,000,000  of 
demand-notes,  and  Congress  had  stood  firmly  against  further 
issues,  this  increase  would  have  produced  no  serious  result, 
and  the  question  may  Ixi  fairly  asked,  Were  not  the  banks 
hasty  in  concluding  that  this  "emission  expressed  a  purpose  of 
resorting  to  government  paper  issues  to  carry  on  the  war"  ?^ 
At  the  time  of  suspending  specie  payments  the  Ixinks  could 
have  continued  their  advances  to  the  government  had  the 
secretary  adopted  the  policy  they  recommended.  He  was 
"apparently  unconscious  of  the  resources  of  the  banks, 
through  the  aid  of  bills  of  exchange,  certificates  of  deposit, 

*  Letter  of  Cleorge  S.  Coe  on  our  early  Financial  War  Measures.  Spa»l- 
ding,  Appendix,  p.  93.  Amasa  Walker  asserted  that  s(>ecie  iMivmentB 
could  not  have  been  maintained  much  longer,  and  that  Mr.  Chase  pursued 
the  right  policy.  "Blame  ha.s  Ijeen  thrown  uixm  Mr.  Chose  for  this 
suspension,  hut  quite  unjustly.  That  he  might  by  some  arrangement  with 
the  hanks,  in  rcirard  to  the  circuhition  of  their  nolcj?,  have  po8t|x>ned  the 
su8i)ension  for  a  short  time,  we  do  not  doubt ;  but  it  could  not  long  have 
been  avoidi»d.  Mr.  Chase  had  a  broken-down  currency  to  start  with.  The 
banks  of  the  United  States,  on  the  1st  of  January,  1861,  had  $459,000,000 
of  immediate  indebteiiness,  while  they  held  but  $87,000,000  of  specie,  equal 
to  but  nineteen  cents  on  the  dollar.  How  was  it  possible  to  go  through  a 
great  war  with  a  currency  of  so  little  strength  ?  It  could  not  be  done. 
Sus] tension  was  inevitable.'' — o2  Hunfa  3/*.t.  -Vaj.,  p.  24,  Jan.,  ISlw.  Mr. 
Sherman  sail  I  in  a  speech  in  the  Senate,  Feb.  27,  1S65.  ^'  I  still  think  that 
with  the  closest  economy  and  heavy  taxes  from  the  bc^nning  we  mij^ht 
liave  borrowed  money  enough  on  a  specie  basis  to  have  avoided  ape^Io 
payments.'' — Spcccltca^  p.  81. 
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drafis  and  checks^  as  well  as  notes,  for  the  transact 
volume  of  business  yet  required  by  the  exigenci 
country/'  Were  not  paJ^nents  to  the  amount  of  twenty 
millions  daily  effected  in  New- York  City  ^vithout  coin  and 
notes?  The  daily  settlement  of  an  additional  million  or  so 
of  government  indebtedness  could  have  l)een  easily  and  safely 
effected  by  employing  the  same  machinery.  Before  entering 
into  the  conference  with  the  banks  on  the  28th  of  December, 
some  of  the  members  eudeavored  to  impress  on  tlie  secretary 
the  importance  of  continuing  his  relation  to  an  organization 
which  combined  so  much  experience,  capital,  and  financial 
resource,  and  which  was  capable  of  rendering  to  the  govern- 
ment invaluable  services.  If  an  irredeemable  paper  currency 
were  inevitable,  it  would  be  more  expedient,  it  was  contended, 
and  more  economical,  for  the  government  not  to  become 
involved  with  the  banks.  As  a  suspension  of  coin  payments 
was  soon  to  be  declared,  it  was  practicable  to  preserve  from 
distribution  the  forty  millions  of  coin  then  owned  by  the 
banks,  while  the  one  hundred  and  fifty  or  sixty  millions  of 
government  bonds  held  by  them  could  be  used  as  a  sjKicial 
security  for  $200,000,000  of  notes  ^vhich  could  be  imme- 
diately issued  by  the  associated  l>anks  from  tlioir  own  plates, 
and  be  verified  and  made  national  by  the  stamp  imd  signature 
of  a  government  officer.  Thus  supported  by  rx.in  and  bonds, 
the  notes  would  serve  the  temporary  purp<jse  required,  with 
little,  if  any,  deterioration  l>elow  coin  value,  and  the  banks 
oould  continue  without  difficulty  to  make  their  advances. 
But  the  secretary  declined  to  entertain  the  nxx)niniendation, 
preferring  the  system  of  national  banks,  which  he  had  just 
recommended  in  his  report  to  Congress. 

In  the  light  of  subsequent  events,  Mr.  Gx?  is  fully  justified 


\:  T;'*  ■  .-■>'r.\r-r!  .r.  :*  '•!-  7:17:::  :-->.  _\j:«L  "riiii  a  pr»:'par 
■.•^'  -,:*  '.■.•  -:rc*-r:'  r.v  ar.-.  rji:  /.Iztrrj  :"  hciiir.  :-j  ^rilizmg 
'■,•.■;.-  :V  ■.-.-.  '.r'  -tr-r-^  .':._•  r:::r.ir.r^.  -riiivL  -va.-  -r^i^.^ei^trndv 
^r.r.:.'fl  -."  ':.*-  -t^T^r^T^  17.  "i.r:  znzl  z;iL  '.iuikiz;^  -v-^ceni 
T.".-y.»,*    r^'f-.T'^.  *:.:-   s-v.-.iir    'v.cM    Live  'rt5*rii   t'diiti  suf- 
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ii.^^  !.vT=^-*:  '■f  T; ■■  'a';  ■  r.il  'Ir'  •.  in-1  :r.-r  f"'!:':  ind  pirvane 
*-..."  t.Vt.  i  pr/f ■*.•*:  ''rr^rrvn-i'V  ;^ve  »rL:2iiei  upja  the 
'/,'.. '.*r;'.  i'  r.i  .-r  JiTij^ar  frvM^r-t  rha:,  in  railing  ^arlj  to  use 
*.v!  V,  «/:.^..-r  &i.  r:.^/-';  rr.fan.-!  and  applian*>is  of  cijzuzaace 
a.vJ  A :./:.:. J  ffiSif  *h*:  'xji^rri^n*:*:  of  vth^irr  civiliztd  nadoos 
r*;*  /'■  *»r/**i\  u-jft  '-rT'^.-tivfr,  a  irreat  and  im>parable  miatake 

Af  ?h«:  v^;rv  \^"/inu\nir,  thervrtore.  Secretarv  Chase,  disrB>- 
y'At'Wti^f  *ttf\  wW'.f-fi  fS  mf'M  far  \d.-rer  an«l  not  les?  patriotic 
f}»;iri  }»im-^ir,  rr/^mrnirr/^l  two  gn^t  errors  and  which  resulted 
!fi  lii<  jif'/iipirarifi;:  tho  irHU^;  of  lr-j.^-teniler  notes. 

In  iii-  fi<xt  rin filial  r-j^irt,  aft«.-r  mentioning  that  when  he 
r/i/vl"  \i\^  r'/'/>rnm';n'latiofi-,  th^  year  Ijefore,  the  banks  had  not 
.'ii.jf' ri'l<'/l  >j/<!f:i'r  j»ayiiierit-«  and  there  was  reason  to  believe 
tJi;if  »li*'  fn<-jinH  for  ?•  1  jp| ire?- "irij.f  the  reix;llion  would  be  obtained 
witlioii!  nv-ort  l«i  fuiv  other  eiirninov  than  that  of  coin  and 
f^inival'-nf  wuUi^y  lie  n'Miarkerl  that  military  delays,  increased 
i:x|i<'ff'litiin"!  \\\\i\  ''fliniininhf^d  er)nf]denec  in  public  securities, 
riiiulf-  if  irn|Kmnible  for  the  Ijanks  and  capitalists  who  had 
Uikcn  Ihf  [iri'vioii^  Irians  to  cli»pf)j<c  of  the  bonds  held  bjthem 
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except  at  a  ruinous  loss,  ami  inij30ssible  for  the  government 
to  n^otiate  new  loans  of  coin  except  at  a  like  or  greater  loss. 
These  conditions  made  a  siLspension  of  specie  jmynients 
inevitable."  If,  when  writing  his  annual  report  in  18C1,  he 
supposed  that  the  government  could  maintain  specie  pay- 
ments, he  was  not  so  wise  as  the  banks;  for  ^^it  became  pain- 
fully certain  to  them"  before  his  report  appeared  that  an 
adherence  to  his  policy  "  must  inevitably  lead  to  a  general 
suspension  of  specie  payments."  He  steered  the  treasury 
directly  toward  the  breakers,  not  knowing  where  he  was 
going.  He  was  told  tliat  if  he  persisted  in  issuing  treasury- 
notes  he  would  inevitably  cause  a  suspension  of  specie  pay- 
ments; but  like  his  forerunner  Demos  in  the  Knights  of 
Aristophanes,  who  was  besought  by  them  with  strong  reasons 
to  return  to  his  right  mind,  Mr.  Chase  distrusted  Iiis  advisers 
and  continued  in  his  course  until  he  could  go  no  further. 

It  has  been  maintained  that  the  specie  in  the  banks  right- 
folly  belonged  to  the  holders  of  their  notes,  and  therefore 
ought  to  have  been  used  in  redeeming  them.  The  banks,  it 
may  be  answered,  did  expect  to  redeem  their  notes ;  they  had 
no  intention  of  permitting  the  holder  to  sufler.  They 
reluctantly  decided  to  delay  payment,  but  were  (•oufident  that 
their  notes  would  not  depreciate  in  value.  It  was  their  duty 
to  deal  justly  by  all,  and  if  they  had  determined  to  redeem 
their  notes  until  exhausting  their  sjxicie,  the  consequence 
would  have  been  the  redemption  of  the  notes  first  i>resented, 
and  a  fidlure  caased  by  lack  of  coin  to  pay  the  remainder. 
This  would  not  have  been  fair  treatment  of  the  noteholders. 
The  notes  of  the  State  banks  were  redeemed  in  those  of  the 
government. 

The  associated  banks  had  invested  more  than  their  capital 
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in  the  obligtitiuns  of  the  government,  and  at  the  time  of  their 
:?usi)enr?ion  had  n«j:  stJd  them.*  They  were  a  heavy  weight, 
but  which  would  have  been  cheerfully  borne  had  the  .secretarj^ 
of  the  tixiasurj*  i?hown  either  more  wisdom  or  more  willing- 
ness to  learn  from  other.-?  in  executing  the  duties  of  his  office. 
The  banks,  when  making  this  loan,  had  not  a  thought  of 
making  large  profits.  Their  chief  desii-e  was  to  aid  the  govern- 
ment ;  and  tliLs  they  did  when  its  cixxiit  was  lowest  and  when 
individiipls  pioidently  refrained  fn.>m  lending.  Fortunately, 
the  loan  proved  profitable,-  and  then  the  Ixinks  were  regarded 
like  the  "  eight-jK'r-cent  i)atriots  "  of  John  Adams's  time.  It 
is  not  so  easy  to  negotiate  a  national  loan  l>efore  a  war  as 
after  its  successful  ending ;  yet  the  banks,  to  their  eternal 
honor,  contracted  this  engagement,  by  far  the  largest  of  the 
kind  ever  made  by  our  government,  and  iaithfully  fulfilled  it 
amid  the  gloom  that  envelopetl  the  countrj',  and  with  the 
j)ainful  consciousness  that  the  head  of  the  treasurj"  depart- 
ment, though  |)ossessiug  imquestioned  integrity  and  political 
soundness,  wa?  neither  skilled  nor  teachable  in  the  momentous 
matters  of  national  finance. 

'  At  llie  meeting  of  l>ank  officers,  Decern! )er  2"^,  18(il,  when  they  voted 
to  suspend  specie  payments,  James  Gallatin  said:  **We  are  now  loaded 
down  with  government  securities,  which  we  cannot  sell." — 16  Bank.  Mag^ 
p.  i\27. 

'The  secretary  wrote  to  Mr.  Cisco,  United-States  treasurer  at  New 
York,  May  24»  1802,  "  That  the  result  to  the  banks  of  their  advances  to 
the  government  has  more  than  realized  the  anticipations  expressed  by  me 
to  them  is  a  nonrce  of  great  satisfaction  to  me;  bat  it  does  not  at  all 
diminish  my  estimate  of  the  value  of  their  >iipport  of  the  government  by 
large  advances  at  a  time  when  that  result  was  regarded  by  the  best  judg- 
ments of  the  countrv  ns  more  than  doubtful.'' 
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CHAPTER  IV. 

THE  ISSUE  OF  LEGAL-TENDER  NOTES. 

Two  days  after  the  banks  and  the  government  suspended 
specie  payments,  a  bill  was  introduoed  into  the  lower  House 
of  Congress  providing  for  the  issue  of  demand  treasury-notes, 
and  declaring  them  to  l)e  a  legal  tender  in  j)aymont  of 
debts.  The  bill,  though,  was  more  than  forty-eight  hours  old 
when  introduced.  Ever  since  the  presentation  of  the  seere- 
tar>''s  annual  report,  a  sub-committee  of  AVays  and  Means 
had  been  preparing  a  bill  to  create  the  national  bank  system 
recommended  by  Mr.  Chase,  but,  while  thas  engaged,  con- 
cluded "  that  it  would  not  be  passed  and  made  available  quick 
enough  to  meet  the  crisis  then  prc^ssing  upon  the  government 
for  money  to  sustain  the  anny  and  navy."  Mr.  Spai^lding, 
one  of  the  members,  drafted  a  legal-tender  treasury-note 
section,  "  hoping,  at  first,  that  it  might  be  made  available  by 
issuing  legal-tender  notes  direct  from  the  trciisury,  while  the 
bank-bill  was  put  in  operation  throughout  the  country." 
This  section  of  the  bill  read  :  "  For  tem})orary  purposes,  and 
until  the  circulating  notes  authorized  by  this  Act  shall  be 
issued  and  put  into  circulation  by  corjwrations  and  associa- 
tions, to  the  aggn^te  amount  of  8100,000,000,  the  secretary 
of  the  treasury  be,  and  he  is,  hereby  authorized  to  issue  $oO,- 
000,000  of  treasury-notes  on  the  faith  of  the  United  States, 
payable  on  demand,  ^dthout  specifying  any  place  of  payment, 
and  of  such  denominations  as  he  may  deem  ex})edient,  not 
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who  was  then  at  the  head  of  the  treasury  department,  wrote 
to  the  Committee  of  Ways  and  Means,  "  that  the  extremity 
of  that'  day  cannot  be  anticipated  when  any  honest  and  en- 
lightened statesman  will  again  venture  upon  the  desperate 
expedient  of  a  tender  law."  The  dreadful  effects  of  sub- 
merging the  country  with  l(^l-tender  paper  money  during 
the  Revolution  were  \nvidly  realizetl  by  him ;  nor  had  they 
in  truth,  even  in  his  time,  entirely  passed  away.  In  1839, 
Erskine  Hazard,  editor  of  the  "United  States  Register,"^ 
urged,  in  his  paper,  and  in  letters  to  members  of  Congress, 
the  issue  of  national  legal-tender  notes  to  the  States  in  propor- 
tion to  their  representation.  They  were  to  be  deposited  by 
each  State  in  its  banks  as  a  basis  for  bank  circulation  in  place 
of  gold,  Hiippily,  the  country  was  spared  many  years  from 
the  use  of  this  expedient. 

As  soon  as  Mr.  Spaulding's  bill  was  printed  "  it  was  taken 
up  in  the  Committee  of  Ways  and  Meaas  and  duly  considered. 
Mr.  Hooper  took  active  ground  in  favor  of  the  bill.  Mr. 
Stevens,  at  first,  had  some  doubts  about  its  constitutionality, 
but  very  soon  decided  to  support  the  measure.  Mr.  Morrill, 
Mr.  Horton  and  Mr.  Coming  actively  opposed  the  bill  in  the 
committee  and  in  the  House.  Mr.  Maynard  and  Mr.  Stratton 
took  no  active  part  in  the  discussions  while  the  bill  was  under 
consideration  in  the  committee.  It  is  believed,  however,  that 
Mr.  Maynard  wtis  favorable  to  the  bill  from  the  start,  while 
Mr,  Stratton  was  very  niucli  in  doubt  what  course  he  would 
take  in  relation  to  it,  either  in  committee  or  in  giving  his  vote 
in  the  House.  Mr.  Phelps  was  absent,  and  took  no  part  while 
the  bill  was  under  discussion  in  the  committee.  The  com- 
mittee,  therefore,  were  quite  ecjually  divided  over  the  measure." 

1  Vol.  i.  pp.  139,  270. 
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One  of  tlie  questions  which  troubled  the  committee  uras  a 
coustitutional  one.  Tiie  attorney-general,  Edward  Bates,  was 
asked  for  hi:5  opinion,  and,  though  declining  to  give  it,  wrote 
an  unofficial  note,  in  which  he  maintained  that  "  tlie  Constitu- 
tion contains  no  direct  verbal  prohibition,  and  I  think  it  con- 
tains no  inferential  or  argumentative  prohibition  that  can  be 
fairly  drawn  from  its  expressed  terms.  The  first  article  of 
the  Constitution,  section  eight,  grants  to  Congress  specifically 
a  great  mass  of  power.  Section  nine  contains  divers  limitations 
upon  Cougix}s?,  upon  the  United  States,  and  upon  individuals; 
and  section  ten  contains  restrictions  u|)on  the  several  States. 
Thi.s  last  ^5ectlon  is  the  only  one  that  treats  on  tender.  *  No 
State  shall  make  anjihiug  but  gold  and  silver  coin  tender  in 
payment  of  debts.'  This  applies  to  a  State  only,  and  not  to 
the  nation ;  and  thus  it  ha.s  always  been  understood  with 
regartl  to  the  next  preceding  clause  in  the  same  section.  *No 
State  shall  emit  bills  of  credit.'  The  prohibition  to  emit  bills 
of  credit  is  quite  as  strong  as  the  prohibition  to  make  any- 
thing but  gold  and  silver  coin  a  legal  tender ;  yet,  nobody 
doubts — Congress  does  not  doubt  its  power  to  issue  bills  of 
cnnlit.  Treasur^'^-notes  are  bills  of  credit,  and  I  think  the 
one  is  just  as  much  prohibited  as  the  other — neither  is  for- 
bidden to  Congress." 

When  the  committee  first  voted  on  rei>orting  the  bill  they 
were  evculv  divided.  Mr.  Stratton  finally  consented  to  vote  in 
favor  of  the  measure  so  that  it  uright  l>e  rei)orted  to  the  House. 
In  this  ^\-ay  the  bill  passed  through  the  Committee  of  Ways 
and  Means.  No  essential  alteration  had  been  made,  exoept  to 
increase  the  amount  of  notes  to  $100,000,000. 

Immediately  after  introducing  the  bill,  the  voice  of  the 
critic  was  heard  in  many  places.    Mr.  Spaulding,  in  rqilying 
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to  one,  declared  that  the  coruinittee  advocate<l  the  measure 
not  from  "  choice/'  but  from  "  necessity."  In  his  letter,  which 
was  dated  the  8th  of  January,  he  briefly  set  forth  the  condition 
of  the  finances  at  that  time.  "  We  will  be  out  of  means,"  he 
says,  "  to  pay  the  daily  expenses,  in  about  thirty  days,  and 
the  committee  do  not  sec  any  other  way  to  get  along  till  we 
can  get  the  tax-bills  ready,  except  to  issue,  temporarily^ 
treasury-notes.  We  must  have  at  least  $100,000,000  during 
the  next  three  months,  or  the  government  must  stop  payment. 
With  the  navy,  and  an  army  of  700,000  men  in  the  field,  we 
cannot  say  that  we  will  not  pay."  The  necessity  for  jiassing 
the  measure  became  more  and  more  apparent,  and  many  who 
at  firet  were  opposed  to  it  changed  front.  This  was  notably 
the  case  with  many  of  the  most  influential  journals.  Congress 
could  devise  no  other  way  for  getting  the  money  needed  soon 
enough,  and  money,  of  course,  must  be  had  to  siLstain  the  war. 

Del^ates  from  the  banks  visited  Wa.shington  and  met  the 
secretary  of  the  treasury  at  hLs  office.^  At  the  meeting,  the 
banks  of  Boston,  New  York,  and  Philadelphia  weixi  rc^pre- 
sented,  most  of  the  membei-s  of  the  Finance  Committee  of  the 
Senate  were  present,  as  well  as  the  House  Committee  of  Ways 
and  Means,  the  secretary  of  the  trcusurv,  and  other  gentlemen 
rq>resenting  boards  of  trotle  of  various  cities. 

The  action  of  the  Committee  of  Ways  and  Jlcans  in  re- 
porting  the  1^1-tender  bill  was  the  cause  of  their  assembling. 
James  Grallatin,  President  of  the  Gallatin  Bank  of  New  York, 
made  the  principal  speech  against  issuing  legal-tender  notes,  and 
on  behalf  of  himself  and  tliose  representing  the  banks  of  the 
ihree  dties  mentioned,  and  of  the  boards  of  trade,  submitted 
the  foUowing  plan  for  raising  money  to  carry  on  the  war: 

^January  11. 
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1.  A  tax-bill  to  raise,  in  the  diftbreiit  modes  of  taxatiou, 
$125,000,000  over  and  alx)ve  duties  on  imports. 

2.  No  demand  trcasuiy-notes  were  to  be  issued,  except  those 
authorizcil  at  the  extra  session  in  July  last. 

3.  Issue  $100,000,000  treasury-notes  at  two  years,  in  sums 
of  five  dollars  and  upwards,  to  be  receivable  for  public  dues 
to  the  government,  except  duties  on  imports. 

4.  A  susiKjnsion  of  the  sub-treasury  Act,  so  as  to  allow  the 
banks  to  become  depositaries  of  the  government  of  all  loans, 
and  to  check  on  the  banks  from  time  to  time,  as  the  govern- 
ment may  want  money. 

5.  Issue  six-per-cent  twenty-year  bonds,  to  be  n^otiated  by 
the  secretary  of  the  treasury,  and  without  any  limitation  as  to 
the  price  he  may  obtain  for  them  in  the  market. 

6.  The  secretary  of  the  treasury  to  he  empowered  to  make 
temporary'  loans  to  the  extent  of  any  portion  of  the  funded 
stock  authorized  by  Congress,  with  power  to  hypothecate  such 
stock,  and,  if  such  loans  are  not  ]^>aid  at  maturity,  to  sell  the 
stock  hypothecated  for  the  best  price  that  can  be  obtained. 

The  only  feature  of  this  plan  which  received  the  favorable 
regard  of  the  Senate  and  House  committees  and  Mr,  Chase, 
was  the  first,  relating  to  taxation.  The  meeting  adjoamed 
without  maturing  any  plan  for  raising  money  to  support  the 
government. 

Subsequently  the  bank  delegates  and  other  persons  con- 
sulted with  Mr.  Chase,^  and  the  result  was  an  approval  of 
the  secretary's  plan  for  raising  money,  and  launching  the 
national  bank  system.  The  following  plan  was  then  matured 
and  adopted : 

1.  The  banks  will  receive  and  pay  out  the  United-StBtes 

'January  15. 
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notes  (authorized  by  Act  of  July  last)  freely,  and  sustain  in 

all  proper  ways  the  credit  of  the  government. 

2.  The  secretary  of  the  treasur}'  will,  wdthin  the  next  two 

weeks,  in  addition  to  the  current  daily  payments  of  31,500,000 
in  United-States  notes,  pay  the  further  sum  of  at  least 
$20,000,000  in  seven-thirty  bonds  to  such  public  creditors  as 
desire  to  receive  them,  and  thus  relieve  the  existing  pressure 
upon  the  community. 

3.  The  issue  of  United-States  demand-notes  not  to  be 
increased  beyond  the  §50,000,000  authorized  by  the  Act  of 
last  July,  but  it  is  desired  that  Congress  should  extend  the 
provisions  of  the  existing  loan  Acts  passed  at  the  extra 
session  in  July,  so  as  to  enable  the  secretary  to  i.'^sue  in 
exchange  for  United-States  demand-notes,  or  in  payment  to 
creditors,  notes  payable  in  one  year,  bearing  3.65  i>er  cent 
interest^  and  convertible  into  seven-thirty  three-years'  bonds, 
or  to  borrow  under  the  existing  proxasions  to  the  amount  of 
$250,000,000  or  $300,000,000. 

4-  It  is  thought  desirable  that  Congress  should  enact  the 
national  currency  bank-bill,  embracing  the  general  provisions 
recommended  by  the  secretary  in  liis  aimual  report. 

5.  It  is  expected  that  this  action  and  liquidation  will 
render  the  making  of  the  Uniteil-States  demand-notes  a  legal 
tender,  or  their  increase  beyond  the  §50,000,000  authorized 
in  July  last,  unnecessary. 

With  respect  to  the  first  plan,  Mr.  Spaulding  says  that 
•'the  press  spoke  out  plainly  against  the  secretary  l)eing 
authorized  to  put  United-States  bonds  on  the  market  with- 
out any  limitation  as  to  the  price  he  might  obtain  for 
thjeiiL''  The  plan  adopted  by  the  secretary  contained  no  such 
iQOomnieiidation.    As  the  plan  recommended  by  the  banks 
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at  the  first  meeting  containing  this  featiu'e  was  not  adopted^ 
no  one  ought  to  have  been  disturbed  by  anything  it  con- 
tained. 

The  committees  of  the  Senate  and  House  withheld  assent, 
and  the  majority  of  the  Committee  of  Ways  and  Means  ad- 
hered to  the  1^1-tender  bill  "as  being  a  more  available  plan, 
and  on  a  much  larger  scale.  They  l)elieved  it  was  necessary 
to  authorize  immediately  an  additional  issue  of  §100,000,000 
of  United-States  fundable-notes  to  circulate  as  money  and  be 
made  a  legal  tender;  and  that  $500,000,000  six-j^er-cent 
twenty-years'  bonds  should  l)e  authorized,  so  as  to  enable  the 
holders  of  the  notes,  when  issued,  to  fund  them  at  any  time  in 
these  bonds." 

Acconlingly,  an  additional  section  was  framed  and  adopted 
by  the  Committee  of  Ways  and  Moans  "  to  enable  the  secretary 
of  the  trcitsury  to  fund  the  tixijisury-notes  and  floating  debt  of 
the  United  States,"  authorizing  him  "  to  issue,  on  the  credit  of 
the  United  States,  coupon  bonds,  or  registered  bonds,  to  an 
amount  not  exaxiding  $500,000,000,  in  sums  of  $100,  $200, 
8500,  SIOOO,  $5000,  $10,000,  aud  $20,000,  and  in  such  pro- 
jK)rtions  of  ejich  as  the  exigencies  of  the  public  service  may 
ro([uire,  lx}aring  interest  at  the  rate  of  six  per  cent  jxir  annum, 
redeemable,  after  twenty  years,  at  the  pleasure  of  the  United 
States,  which  bonds  the  secretary  of  the  treasury  is  hereby 
authorizcil  to  deliver  at  their  jxir  value  to  any  creditor  or 
creditors  ha\dng  demands  due  against  the  United  States  in 
payment  thereof,  and  to  deliver  the  same  to  officers,  employerBy 
and  individuals,  in  payment  for  services  rendered,  for  suppliesy 
subsistence  and  materials  furnished  to  the  United  States ;  and 
he  may  also  exchange  such  bonds  at  any  time  for  lawfiil 
money  of  the  United  States,  or  for  any  of  the  treasuiy-notea 
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that  have  been,  or  may  hereafter  Ix?,  issiuMl  under  any  fonner 
Act  of  Congress,  or  that  may  l)e  issued  under  the  provisions 
of  this  Act."  At  the  same  time  the  title  of  the  bill  was  tlius 
amended :  "  An  Act  to  authorize  the  issue  of  United-States 
notes,  and  for  the  redemption  or  funding  thereof,  and  for 
funding  the  floating  debt  of  the  United  States." 

A  conference  wiis  held  with  Mr.  Chase  over  the  bill,  and 
several  amendments  were  suggested  which  related  to  limiting 
the  place  for  exchanging  notes  for  bonds  to  the  treasury  at 
Washington,  and  preventions  against  counterfeiting.  The 
bill  was  left  with  him  for  examination,  and  when  returned  to 
the  committee  it  was  accompanied  with  a  letter,  in  which, 
after  describing  several  minor  mo<lifications,  he  closes  with 
"  regretting  exceedingly  that  it  is  foimd  necessjir)'  to  i^esoii:  to 
the  measure  of  making  funtlable-notes  of  the  United  States  a 
l^al  tender,  but  heartily  desires  to  co-oixirate  with  the  (com- 
mittee in  all  measures  to  meet  existing  necessities  in  the  mode 
most  useful  and  least  hurtful  to  general  interest." 

The  bill  was  again  reporte<l  in  January,  as  a  substitute  for 
the  bill  pre\'iousIy  introducal  providing  simply  for  the  issue 
of  8100,000,000  legal-tender  notes,  and  made  tlui  s|)ecial  onler 
for  consideration  on  the  28th  of  the  same  month.  "  Ivioh 
day's  delay  made  it  more  and  more  apparent  that  the  bill 
must  pass  in  order  to  meet  the  overwhebning  donian<ls  made 
upon  the  treasury  to  sustain  the  army  and  navy.  The  end 
seemed  to  justify  the  means  c*ontemplatetl  by  the  l)ill." 

In  opening  the  debate,*  Mr.  Spauldiug  state<l  that  there 
was  at  that  time  over  $100,000,000  of  acorue<l  indebtedness 
in  different  forms  which  ought  to  be  soon  jMiid.  "  With  this 
hige  aocmed  indebtedness,  and  with  the  prospect,  that  (imless 

*  Jaiiunry  28. 
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this  bill  is  adopted)  the  government  will  put  on  the  market,  to 
the  highest  bidder,  a  still  further  issue  of  bonds,  to  the 
amount  of  $250,000,000  to  $300,000,000,  to  i>ay  current 
exi)enses  to  July  next,  it  is  not  exixicted  that  even  the  present 
price  of  United-States  stocks  can  l)e  maintained  if  forced  on 
the  market  at  this  time.  We  have  the  alternative,  either  to 
go  into  the  market  and  sell  our  bonds  for  wliat  they  will 
command,  or  to  i>ass  this  bill,  or  find  some  better  mode — ^if 
one  can  \ye  devised — ^to  raise  means  to  carry  on  the  >var. 
The  secretary  has  the  means  of  defraying  the  daily  expenses 
rcfiuired  to  be  disbursed  from  the  treasury  for  only  a  few 
days  longer.  He  has  on  hand  about  one-fifth  of  the  loan 
made  in  November  last,  a  small  i)ortion  of  the  demand 
treasury-notes  authorized  by  the  Act  of  July,  say,  $10,000,000 
not  yet  issued,  and  such  of  the  remaining  7.3-10  and  3,65 
treasury-notes  authorized  by  that  Acl  as  can  be  used  in  paying 
contractors  for  supplies,  and  for  salaries  and  other  government 
dues,  to  such  persons  as  are  willing  to  receive  them.  With  the 
enormous  expenditures  of  the  government,  to  pay  the  extraordi- 
nary expenses  of  the  M'ar,  it  requires  no  extended  calculation  to 
show  that  the  treasury  must  be  supplied  from  some  source,  or 
the  'government  nmst  stop  jjayment  in  a  very  few  da3r8.'' 

He  then  described  the  difficulty  in  borrowing  money. 
"You  cannot  borrow  of  capitalists  any  more  money  on 
twenty-years'  seven-[)er-cent  bonds,  nor  on  your  7.3-10  treaa- 
ury-notes  at  the  rates  fixed  by  the  Act  of  July  last.  If  you 
offer  to  the  i)eople,  and  put  on  the  market,  $300,000,000 
more,  to  the  highest  bidder,  in  the  present  aspect  of  aflaira, 
they  would  not  be  taken,  except  at  ruinous  rates  of  diaoount 
That  policy  would  depreciate  the  bonds  already  taken  by  the 
banks  and  the  people  who  are  the  most  loyal  to  the  govemment^ 
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and  'W'ho  came  forward  as  your  best  friends  and  furnished  the 
means  so  much  needed  during  the  last  few  months  to  organize 
your  army  and  navy;  and,  besides,  depreciation  would 
greatly  increase  the  debt  by  requiring  a  much  larger  amount 
of  bonds  to  be  Issued  than  would  be  needed  if  your  loans 
were  taken  at  par.  A  loim  put  upon  the  market  in  the 
present  depressed  state  of  United-States  stocks,  to  be  followed 
by  other  large  loans,  is  not  regarded  as  a  fiivorable  mode  of 
providing  the  means  for  maintaining  the  government  at  the 
present  time.  If  it  had  been  adopted  at  first  it  might  possibly 
have  been  the  best  mode ;  but  it  is  now  too  late  to  essay  that 
plan,  and  I  believe  it  would  ho  niinous  to  adopt  it.  I  fear 
the  twenty-years'  six-per-cent  bonds  would,  under  the  pres- 
sure, fall  to  seventy-five,  seventy,  sixty,  and  even  fifty  cents. 
This  would  be  a  ruinous  mode  of  raising  the  means  to  carry 
on  the  government" 

What)  then,  was  to  be  done  ?  The  secretary  of  the  treasury 
had  suggested  two  modes — the  issue  of  demand  treasury-notes, 
and  a  national  bank  currency  secured  by  a  pledge  of  govern- 
ment stocks.  His  recommendations  were  made  before  the 
suspension  of  specie  payments,  an  event  which  the  secretary 
had  not  expected.  The  plan  for  laimcliiug  a  new  banking 
system  could  not  be  hastily  matured  and  put  into  o^ximtion, 
and  after  that  was  done  a  considerable  time  would  elapse 
before  government  would  be  much  benefiteil  by  it.  The 
same  thing  was  true  in  respect  to  the  measure  for  increasing 
the  revenues  of  the  government.  '^The  duties  received  at 
the  different  custom-houses,  and  the  taxes  levied  at  the  extra 
sessian  or  that  may  now  be  levied,"  said  Mr.  Spaulding,  "will 
be  wholly  inadequate  to  meet  the  requirements  of  the  treasury 
in  the  present  emergency  during  the  next  six  months." 
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"If  you  canuot  borrow  the  money  on  the  credit  of  the 
United  States,  except  at  ruinoas  rates  of  discount,  and  cannot 
realize  the  amount  required  from  your  tariff  and  tax-bills,  in 
what  mode  can  the  means  be  obtained,  and  the  government  be 
carried  on  ?  It  is  believed  that  the  only  way  in  which  it  can 
be  done  is  by  issuing  treasurj'^-notes  payable  on  demand,  and 
making  them  a  legal  tender  in  payment  of  all  debts,  public 
and  pri\'ate,  and  by  adequate  taxation  to  be  enforced  by  new 
bills." 

The  debate  flamed  highest  around  the  question  of  the  con- 
stitutionality of  the  bill.  This  question  was  discussed  in  the 
opening  speech,  and  by  nearly  all  who  participated  in  the  dis- 
cussion. The  most  elaborate  speech  against  its  constitution- 
ality was  delivered  l)y  Mr.  Pendleton,  of  Ohio,  exhibiting 
great  learning  and  a  thorough  mastery  of  tlie  subject.  The 
secretary's  letter,  which  we  liave  given,  %vas  regarded  by  a 
majority  of  the  Committee  of  Ways  and  Means,  and  by  many 
others,  as  colorless  on  this  point,  and  not  a  few  believed  that 
if  he  were  pressed  to  declare  his  opinion  it  would  be  against 
the  constitutionality  of  the  bill.  In  order  to  obtain  his  opin- 
ion more  fully,  ^Ir.  Coming  offered  a  resolution  when  the 
measure  was  in  the  possession  of  the  Committee  of  Ways  and 
Means,  referring  it  to  the  secretary,  and  re<iuesting  him  to 
communicate  to  the  committee  at  as  early  a  day  as  })0S8ible 
his  opinion  of  the  propriety  and  necessity  of  immediately 
passing  the  bill.  The  resolution  liaviug  been  adopted,  and 
the  bill  sent,  the  secretary,  after  considerable  delay,  replied 
tliat  "  the  condition  of  the  treasury  certainly  needs  immediate 
action  on  the  subject  of  affording  provision  for  the  expendi- 
ture of  the  government  both  expedient  and  necessary.  The 
general  provisions  of  the  bill  submitted  to  me  seem  to  be 
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well  adapted  to  the  end  proi)osed.    There  are,  however,  some 
points  which  may,  perhaps,  be  usefully  amended. 

"The  provision  making  United-States  notes  a  l^al  tender 
has  doubtless  been  well  considered  by  the  committee,  and 
their  conclusion  needs  no  supj)ort  from  any  observation  of 
mine.  I  think  it  my  duty,  however,  to  say,  that  in  respect 
to  this  provision  my  reflections  have  conducted  me  to  the 
same  conclusions  they  have  reached.  It  is  not  unknown  to 
them  that  I  have  felt,  nor  do  I  >vish  to  conceal  that  I  now 
feel,  a  great  aversion  to  making  anything  but  coin  a  legal 
tender  in  payment  of  debts.  It  has  been  my  anxious  wish 
to  avoid  the  necessity  of  such  legislation.  It  is,  however,  at 
present,  impossible,  in  consequence  of  the  large  expenditures 
entailed  by  the  war,  and  the  saspension  of  the  banks,  to  pro- 
cure sufficient  coin  for  disbursements ;  and  it  has,  therefore, 
become  indispensably  necessary  that  we  should  resort  to  the 
issue  of  United-States  notes.  The  making  them  a  legal  ten- 
der might,  however,  still  be  avoided  if  the  wdllingness  mani- 
fested by  the  people  generally,  by  railroad  companies,  and  by 
many  of  the  banking  institutions,  to  receive  and  pay  them  as 
money  in  all  transactions,  were  absolutely  or  practically  uni- 
versal ;  but,  unfortunately,  there  are  some  jxjrsous  and  some 
institutioas  which  refuse  to  receive  and  pay  them,  and  whose 
action  tends  not  merely  to  the  unnecessary  depreciation  of  the 
notes,  but  to  establish  discrimination  in  business  against  those 
who,  in  this  matter,  give  a  cordial  support  to  the  government, 
and  in  favor  of  those  who  do  not.  Such  discriminations 
should,  if  possible,  be  prevented ;  and  the  provision  making 
Uie  notes  a  legal  tender,  in  a  great  measure  at  least,  prevents 
it^  by  patting  all  citizens,  in  this  respect,  on  the  same  level, 
both  of  rights  and  duties." 
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Tlie  debate  continued  and  the  treasury  was  getting  low. 
Early  in  February  the  secretary  wrote  to  Mr.  Spaulding, 
"  Immediate  action  is  of  great  importance.  The  treasury  is 
nearly  empty.  I  have  been  obliged  to  draw  for  the  last  in- 
stallment of  the  November  loan ;  so  soon  as  it  is  paid,  I  fear 
the  banks  generally  will  refuse  to  receive  the  United-States 
notes.  You  will  see  the  necessity  of  urging  the  bill  through 
without  more  delay.*^ 

In  this  letter  he  also  reiterated  his  opinions  concerning  the 
constitutionality  of  the  bill.  "  It  is  true  that  I  came  with 
reluctance  to  the  conclusion  that  the  legal-tender  clause  is  a 
necessity,  but  I  came  to  it  decidedly,  and  I  support  it  ear- 
nestly. I  do  not  hesitate  when  I  have  made  up  my  mind, 
however  much  regret  I  may  feel  over  the  necessity  of  the 
conclusion  to  w^iich  I  came."  Such  are  the  utterances  of  Mr. 
Chase  with  respect  to  the  constitutionality  of  the  bill  when 
under  discussion  by  Congress. 

On  the  4th  of  Februar)^,  by  consent  of  the  House,  Mr. 
Morrill  offered  a  substitute,  which  had  the  sanction  of  one- 
half  the  Committee  of  Ways  and  Means,  Mr.  Stratton,  one  of 
the  members,  having  changed  his  mind,  and  forced  the  sub- 
stitute instead  of  the  bill  first  reported. 

Mr.  Morrill  remarked  when  explaining  the  bill  that  he  did 
not  object  to  tlie  issue  of  United-States  notes  to  a  limited 
extent  to  circulate  as  currency.  But  he  did  wish  to  liave  the 
amount  marked  by  metes  and  bounds,  and  based  on  a  solid 
foundation,  and  be  the  full  equivalent  of  standard  coin. 
This  could  be  done  by  fixing  the  amount  and  by  providing 
taxation  sufficient  to  retire  them  or  to  maintain  their  full 
value.  But  he  protested  against  making  anything  a  l^al 
tender  except  gold  and  silver.    He  proposed  no  new  issue  of 
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treasury-notes,  but  to  leave  the  fifty  millions  already  authorized 
to  be  issued  and  re-issued  as  might  be  found  necessary  or  con- 
venient.    This  would  secure  us  against  an  inflated  currency. 

"  Then,"  he  continued,  "  it  is  proi)osetl  to  issue  $100,000,- 
000  in  United-States  notes,  bearing  interest  at  the  rate  of  3.65 
per  cent,  payable  at  the  pleasure  of  the  United  States,  and 
allowing  them,  with  accumulated  interest,  to  be  received  for 
all  debts  and  demands  (taxes  included)  due  to  the  Uniteil 
States,  except  duties  on  imports,  and  exchangeable  at 
the  will  of  the  holder,  whenever  presented  in  sums 
not  less  than  fifty  dollars,  for  United-States  seven-and- 
three-tenths  per-cent  coupon  or  registered  stock.  They 
are  also  to  be  received  at  par,  \nth  accumulated  interest, 
for  any  bonds  the  government  may  hereafter  issue.  These 
are  to  be  paid'out  for  all  salaries,  debts,  and  demands  due  to 
individuals  and  corporations,  at  their  option,  within  the  United 
States.  In  substance  this  is  very  like  English  exche<j[ucr- 
notes  issued  in  anticipation  of  revenue.  It  is  most  probable 
that  these  notes  would  maintain  tlieir  credit  at  or  near  j)ar  ; 
and  if  there  should  be  any  difference  l^etweon  these  and  gold, 
it  would  be  an  honest  difference  visible  to  all  men.  As  they 
accumulate  they  will  be  funded  and  returned,  or  re-issued, 
as  the  exigencies  of  the  government  may  require.  They 
equip  the  treasury  as  well  as  any  legal-tender  pajxjr  could  do, 
while  bearing  interest  they  would  not  pass  into  the  general 
volume  of  the  currency,  and  they  afford  the  only  possible 
channel  of  obtaining  any  considerable  sums  to  be  consolidated 
into  stock.  They  cannot  exceed  the  amount  of  internal  du- 
ties  that  will  be  levied,  which  will  create  a  sure  and  constant 
demaiHl  for  these  notes,  and  sustain  their  credit  in  every  State 
and  territory  in  the  country." 
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The  notes  were  not  to  be  received  for  imports.  For  this 
puq)ose  only  coin  could  be  iised^  which  was  to  be  paid  as 
interest  on  the  bonds  issued  by  the  government.^  It  was  also 
proposed  to  issue  §200,000,000  in  bonds,  payable  in  ten  years 
with  interest  semi-annually  in  coin,  at  the  rate  of  7.3  per 
cent,  and  §300,000,000  of  bonds  payable  in  twenty-five  years, 
bearing  six  per  cent  interest  payable  in  like  manner.  This  was 
the  rival  plan  before  Congress,  and  it  certainly  evinced  quite 
as  >\dde  and  deep  knowledge  of  the  situation  as  the  other. 

The  treasury  was  getting  lower  every  day.  Money  or  other 
available  means  must  be  obtained  immediately.  The  seo- 
retar)'  coukl  no  longer  delay  iiayment  witiiout  ruining  the 
credit  of  the  government.  The  secretary  had  autliority  under 
the  loan  Act  of  July,  1861,  to  issue  $46,000,000  of  treasury- 
notes,  bearing  3.65  i)cr  cent  interest,  or  to  issue  seven-thirty 
notes,  but  he  could  not  issue  either  kind  at  par.  The  seven- 
thirty  notes  would  not  be  accepted  at  a  discount  less  than  two  per 
cent,  and  the  3.65  notes  at  a  greater  one.  Tlie  rate  of  interest 
was  too  low  to  attract  investors ;  and  as  the  notes  were  not  a 
legal  tender  they  could  not  be  employed  as  money.  The 
neals  of  the  treasury  were  so  pre:?sing  that  the  6th  of  February 
was  fixed  d^  the  day  for  closing  the  debate  in  the  House  and 
taking  the  final  vote  on  the  bill.  Its  passage  vitis  assured,  for 
the  opinions  of  the  members  had  been  ascertained.  Thaddeus 
Stevens,  cluiirman  of  the  Committee  of  Wavs  and  Means. 
closed  the  debate,  reaffinuiug  what  was  said  in  the  beginuingi 
that  the  bill  was  "  a  measure  of  necessity,  not  of  choice."  He 
also  remarked  that  the  banks  had  continued  to  j)ay  the  loan 
which  they  had  agreed  to  take,  but  since  the  suspension  of 
siKxne  payments  they  had  jiaid  not  in  coin  but  in  demaod- 

1  See  page  155. 
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notes  of  the  government,  which  had  kept  them  at  par.  The 
last  of  this  loan  had  been  paid  the  day  before,  and  as  soon  as 
that  transaction  was  finished  thej  refused  to  receive  any  more 
treasury-notes.  "  They  must,"  he  said,  "  now  sink  to  a  de- 
predated currency."  The  remaining  ?50,(X)0,000  of  the  July 
loon  the  secretary  had  been  unable  to  negotiate,  except  a  small 
portion  of  it,  about  $10,000,000,  which  had  been  issued  at 
7.3  per  cent  in  payment  of  debts.  The  floating  debt  then 
existing,  audited  and  unaudited,  was  at  least  $180,000,000. 

He  further  maintained  that  "  without  the  legal-tender  clause 
the  notes  could  not  be  kept  at  par.  Brokers,  bankers,  and 
others  would  depreciate  them.  The  national  bank  scheme 
recommended  by  the  secretary  might,  in  ordinary  times,  be 
very  useful,  but  while  the  banks  are  under  suspension  it  >vas 
not  easy  to  see  how  it  would  relieve  the  government.  They 
would  have  the  circulation  without  interest,  and  at  the  same 
time  would  draw  interest  on  the  bonds  and  afford  no  immediate 
relief."  He  thought  the  government  should  have  the  benefit 
of  the  circulation  of  legal-tender  notes,  and  did  not  see  how 
we  could  get  along  in  any  other  way.  He  did  not  think  that 
any  more  beside  the  §150,000,000  would  l>c  needed.  No  one 
would  seek  them  for  investment.  Money  circulated  so  rapidly 
that  it  purcliased  ten  times  its  value  in  a  year.  "  This  money," 
he  said  "would  soon  lodge  in  large  quantities  with  the 
capitalists  and  banks,  who  must  take  tlieni.  But  the  instinct 
of  gain  would  not  allow  them  to  keep  it  long  unproductive. 
Where  could  they  invest  it?  In  United-States  loans  at  six  per 
cent  redeemable  in  gold  in  twenty  years,  the  best  and  most 
valuable  and  permanent  investment  that  could  be  desired. 
The  government  would  thus  again  possess  such  notes  iu 
exchange  for  bonds,  and  again  reissu(i  them.    I  liave  no  doubt 
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that  thus  tlie  §500,000,000  of  bonds  authorized  would  be 
absorbed  in  less  time  than  would  be  needed  by  government ; 
and  thus  $150,000,000  would  do  the  work  of  §500,000,000 
of  bonds.  When  further  loans  are  wanted,  you  need  only 
authorize  the  sale  of  more  bonds;  the  same  §150,000,000  of 
notes  will  be  ready  to  take  them."  * 

Mr.  Stevens  was  wholly  correct  in  maintaining  that  those 
who  took  these  notes  would  not  keep  them  "  long  unproduc- 
tive." His  second  proposition  was  equally  true  that  if  bonds 
were  issued  by  the  government  investors  could  replace  their 
treasury-notes  \vith  them.  But  would  they  ?  He  was  very 
sanguine ;  the  future  turned  hope  into  a  disapiK)inting  reality. 
He  dLscussed  the  vai'ious  plans  that  had  bccu  projiosed,  and 
concluded  by  saying  that  unless  the  bill  passal  with  the  legal- 
tender  claase,  it  was  not  desired,  either  by  its  friends  or  by 
the  administration,  that  it  should  pass  at  all,  and  those  who 
voted  with  him  would  vote  against  it  if  it  were  mutilated  or 
emasculated.- 

Two  amendments  were  made  before  the  final  vote  was 
taken,  which  are  of  sufficient  imi>ortance  to  \ye  stated.     One 

*  He  said  that  the  highest  sum  for  which  the  bonds  could  be  sold  "  would 
be  seventy-five  per  cent,  payable  in  currency  itself  at  a  discount.  That 
would  produce  a  loss  which  no  nation  or  individual  doing  a  large  business 
could  stand  a  year."  He  did  not  believe  that  any  one  would  convert  notes 
into  bonds. 

'In  this  speech  Mr.  Stevens  remarked  that  certain  bankers  had  ''suggested 
that  the  immediate  wants  of  the  government  might  be  supplied  by  pledg- 
ing 7.3  per  cent  bonds,  with  a  liberal  margin,  payable  in  one  year,  to  the 
banks,  who  would  advance  a  portion  in  gold  and  the  rest  in  currency.  The 
effect  would  be  that  government  would  pay  out  to  its  creditors  the  depreciated 
notes  of  non-specie-paying  banks,  and  as  there  is  no  probability  that  the 
pledges  would  be  redeemed  when  due,  they  would  be  thrown  into  the 
market  and  sold  for  whatever  the  banks  might  choose  to  pay  for  them." 
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of  these  increased  the  amoimt  of  notes  to  $150,000,000,  but 
the  $50,000,000  authorized  by  the  July  Act  of  the  previous 
year  were  to  be  retired,  making  this  the  maximum  limit; 
the  other  gave  holders  the  option  to  convert  them  either  into  a 
twenty-years'  bond,  at  six  per  cent,  or  a  five-years'  bond, 
at  seven  j>er  cent.  There  were  other  amendments,  which 
need  not  be  described.  The  bill  passed  by  a  vote  of  ninety- 
three  to  fifty-nine. 

The  treasury  was  nearly  empty,  and  the  secretary  was  una- 
ble to  negotiate  another  loan  under  the  July  law  of  1861,  at 
the  rates  therein  prescribed.  The  six-per-cent  twenty-year 
bonds  were  then  selling  at  about  eighty-eight,  and  the  7.3 
notes  were  below  })ar.  In  this  emergency  Secretary  Chase 
urged  the  immediate  passage  of  a  bill  giving  temporary  relief. 
The  Senate  Finance  Committee  sent  a  bill  to  the  Legislature, 
providing  for  the  issue  of  $10,000,000  of  treasury-notes  pay- 
able on  demand,  which  were  to  be  deemed  a  part  of  the 
$250,000,000  loan  authorized  at  the  extra  session  in  July, 
1861.  The  bill  was  immediately  passed  by  that  body,  and 
three  days  afterward  by  the  House.  ^ 

On  the  10th  of  Fcbniary  the  legal-tender  bill  was  reported 
by  the  Finance  Committee  of  the  Senate,  with  numerous 
amendments,  the  most  important  of  which  were : 

6.  That  the  legal-tender  notes  should  be  receivable  for  all 
claims  and  demands  against  the  United  States  of  every  kind 
whatsoever,  "  except  for  interest  on  bonds  and  notes,  which 
shall  be  paid  in  coin.'' 

9.  That  the  bonds  authorized  by  the  bill  should  Ixj  "  re- 
deemable in  five  years,  and  payable  in  twenty  yeare  from  the 
date  thereof.'' 

^  Aot>  Feb.  12,  37  Cong^  second  session,  chap.  20. 


62         FINANCIAL  HISTORY  OF  THE  UNITED  STATES.      [186». 

15.  That  the  secretary  might  dispose  of  United-States 
bonds,  "  at  the  market  value  thereof,  for  coin  or  treasury- 
notes." 

18.  A  Blew  section,  authorizing  deposits  in  the  sub-treas- 
uries at  five  per  cent,  for  not  less  than  thirty  days  (and 
which  could  be  withdrawn  after  ten  days'  notice),  to  the 
amount  of  $25,000,000,  for  which  certificates  of  deposit  might 
be  issued. 

19.  An  additional  section  "that  all  duties  on  imported 
goods,  and  proceeds  of  the  sale  of  public  lands,"  etc.,  should 
be  set  apart  to  pay  coin  interest  on  the  debt  of  the  United 
States,  and  one  per  cent  for  a  sinking  fund. 

Senator  Fessenden,  the  chairman  of  the  Finance  Commit- 
tee, explained  the  amendments.  With  respect  to  tlie  sixtli, 
he  remarked  tliat  under  the  provisions  of  the  House-bill,  a 
creditor  of  the  government,  holding  its  paper,  notes  or  bonds, 
would  be  compelled  to  take  his  interest  in  notes,  or  bonds,  as 
the  case  might  be,  when  the  time  for  paying  interest  arrived. 
The  Senate  amendment,  if  passed,  required  the  government  to 
provide  coin  for  the  payment  of  interest  The  object  of  this 
provision  was  not  only  to  do  justice,  but  raise  and  support 
the  public  credit.  It  would  prove  the  good  faith  of  tlie  gov- 
ernment that  it  would  spare  no  effort  at  whatever  cost  to  give 
those  who  took  government  paper  something  besides  that  fiir 
interest 

The  committee,  so  he  explained,  had  provided  a  specific 
fund  in  order  tp  accomplish  that  end.  At  first  it  was  pro- 
posed to  raise  this  by  requiring  the  duties  on  imports  to  be 
paid  in  coin,  but  such  a  requirement  of  the  importers  was 
deemed  by  the  committee  hardly  fair.  "The  result  would  be 
to  make  a  distinction  between  different  classes  of  the  com- 
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muQity,  and  to  unpcise  a  very  heax-y  bunleii  upon  those  wlio 
are  engaged  in  trade,  and  who  would  be  called  upon  to  pay 
duties.  If  we  provide  a  paper  currency,  the  nalnral  and 
inentable  efiect  of  it  is  tliat  coin  increases  in  price.  The 
consequence  woidd  be,  uaquestiouably,  that  those  obliged  to 
pay  import  duties  might  be  compelled  to  make  a  severe 
sacrifice  in  order  to  raise  the  coin  to  pay  the  duties ;  aud,  in 
the  next  place,  the  general  effect  would  be  to,  in  eSect, 
increase  the  duties  provided  by  our  tariff.  Necessarily,  if 
coin  appreciates,  if  it  becomes  worth  more  than  the  ordinary 
currency,  and  duties  are  1<)  be  paid  in  coin,  the  effect  of  such 
»  provision  would  be  to  increase  the  duties,  which  are  already 
very  high,  and  in  some  cases  almost  prohibitory.  The  com- 
mittee, therefore,  thought  that,  under  the  circumstances,  that 
would  not  be  wise ;  although,  it  will  he  perceived  that,  not 
having  done  so,  the  converse  of  the  proposition  may  be  tnie ; 
that  the  effect,  if  we  inflate  the  currency  by  paper,  and  allow 
the  duties  to  be  paid  iu  paper,  is  necessarily  to  diminish  the 
imirorts,  and  thus,  perhaps,  to  lead  to  a  greater  importatioQ." 
Having  rejected  this  mode  of  getting  coin  the  committee 
resorted  to  the  modes  set  forth  in  the  amendmeuta  above 
stilted. 

Ne\-ertheless,  Importers  were  required  to  continue  the  pay- 
ment of  duties  in  coin,  just  as  they  htul  previously  done. 
Many  objections  were  afterward  raised  to  this  employment  of 
specie,  (sjiecially  by  those  who  wished  to  banish  it  wholly 
from  the  monetary  world.  Yet  even  James  II.,  though  so 
greatly  in  need  of  money  when  in  Ireland  that  he  collected 
brass  and  copper  of  the  basest  kind,  and  coiui.'d  those  metaLi 
into  pieces  having  a  nominal  value  of  five  pounds,  forbade 
thdr  employment  in  paying  tlie  (luties  on  foreign  importa- 
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tions,  or  in  repaying  money  left  in  trust  or  due  on  mortgages, 
bills,  and  bonds. 

Another  amendment  related  to  the  issuing  of  certificates  of 
deposit.  "  This  provision/'  said  Mr.  Fessenden,  "  was  very 
much  desired  by  the  t)anks  in  all  the  cities.  It  was  thought 
that  it  would  afford  them  facilities  that  would  give  greater 
currency  to  the  notes,  that  it  would  enable  them  to  deal  \i-ith 
them  better."  The  amendment  encountered  the  opposition 
of  Senator  Sherman,  who  contended  that  it  would  retard  the 
conversion  of  treasury-notes  into  bonds,  and  also  convert 
the  sub-treasuries  into  banks  of  deposit.  A  person,  he 
said,  might  deiK)sit  one  thousand  dollars  in  the  treasury 
at  New  York,  and  get  a  certificate  therefor  which  he 
could  send  to  San  Francisco.  In  due  time  it  would  come 
back,  but  during  the  interval  the  depositor  would  get  five  per 
cent  from  the  government  "while  the  whole  arrange- 
ment was  merely  for  the  convenience  of  the  depositor  and 
no  one  else."  This  reason  for  opposing  the  amendment  is 
a  striking  illastration  of  the  varying  effect  produced  on  dif- 
ferent minds  by  the  same  cause.  One  object  in  passing  the 
amendment  was  to  convert  the  sul)-treasuries  into  places  of 
deposit.  And  why?  This  question  ^vas  answered  by  the 
chairman  of  the  Senate  Finance  Committee,  Mr.  Fessenden. 
He  said  that  the  banks  lived  on  deposits ;  those  in  the  great 
cities  especially  did  not  have  a  large  circulation.  "  We  want 
to  induce  them  to  take  the  [government]  notes  on  deposit ; 
and  if  we  provide  a  place  where,  if  they  do  not  take  them 
on  deposit,  they  can  be  deposited  by  individuals,  it  is  a  strong 
pressure  brought  to  bear  upon  the  banks  to  give  the  notes  a 
currency  by  taking  them  and  passing  them  themselves." 
Another  reason  for  the  amendment  originated  with  the  bank- 
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ers.  They  said  the  notes  would  neoessarily  accumulate  at  the 
bauivs,  and  temporarily  be  unemployed.  If,  during  such  a 
period,  interest  could  be  obtained  by  depositing  them  with  the 
government^  this  would  be  a  strong  reason  for  taking  them. 
For  this  reason  the  amendment  was  particularly  desired  by 
the  banks  in  Philadelphia.^  Many  members  in  both  houses 
did  not  regard  the  amendment  with  favor,  fearing  either  the 
effects  above  stated,  or  other  injurious  ones  which  could  not 
be  foreseen.  That  the  conversion  of  notes  into  bonds  might 
not  be  checked,  a  higher  rate  of  interest  was  to  be  paid  on 
them  than  on  deposits. 

Having  explained  the  amendments  of  the  committee,  he 
proceeded  to  discuss  the  bill.  After  admitting  that  if  it  were 
necessary  to  issue  l^al-teuder  notes  to  sustain  the  government 
he  should  have  no  hesitation  in  doing  .so,  he  (questioned 
whether  the  government  had  arrived  at  that  stage,  and  whether 
something  better  could  not  be  done  than  to  pass  this  measure. 
He  then  stated  his  objections  to  the  bill  in  a  verj'  brief, 
pointed  ^\'ay,  which  are  worth  reproducing  here. 

"  The  first,"  he  said,  "  is  a  negative  objection.  A  measure 
of  this  kind  certainly  cannot  increase  coufidence  in  the  ability 
or  the  integrity  of  the  country-.  It  am  make  us  no  l)etter 
than  we  are  to-day,  so  far  as  this  foundation  of  all  public 
credit  is  concerned. 

"  Next,  in  my  judgment,  it  is  a  confession  of  bankruptcy. 
We  begin  and  go  out  to  the  countr}-  with  the  dwJaratiou  that 
we  are  unable  to  jMiy  or  borrow  at  the  present  time,  and  such 
a  confession  is  not  calculated  to  increase  our  credit. 

''Again,  say  what  you  will,  nobody  can  deny  that  it  is  bad 
fiuth.     If  it  be  neoessar}'  for  the  salvation  of  the  government. 


1 


See  Cong.  C41ob€,  Feb.  12,  1^62. 
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all  considerations  of  this  kind  must  yield ;  but,  to  make  tlie 
best  of  it,  it  is  bad  faith,  and  encourages  bad  morality,  both 
in  public  and  in  private.  Going  to  tlie  extent  that  it  docs,  to 
say  that  notes  thus  issued  shall  be  receivable  in  payment  of  all 
private  obligations,  however  contracted,  is,  in  its  very  essence, 
a  wrong,  for  it  compels  one  man  to  take  from  his  neighbor,  in 
payment  of  a  debt,  that  which  he  would  not  otherwise  receive 
or  be  obliged  to  receive,  and  what  is  probably  not  full 
payment. 

"  Again,  it  encourages  bad  morals,  l^ecause,  if  the  currency 
falls,  as  it  is  supposed  it  must,  else  why  defend  it  by  a  legal 
enactment,  what  is  the  result  ?  It  is,  that  every  man  who 
desires  to  pay  oif  his  debts  at  a  discount,  no  matter  what  the 
circumstances  are,  is  able  to  avail  himself  of  it  against  the 
will  of  his  neighbor,  who  honestly  contracted  to  receive  some- 
thing l)etter." 

The  other  reasons  advanced  by  him  were,  that  the  measure 
would  inflict  a  stain  on  the  national  honor,  that  it  would 
change  the  values  of  property  and  cause  inflation,  and  that 
the  loss  resulting  therefrom  would  fall  most  heavily  on  the 
poor.  He  urged  taxation,  good  faith  and  economy  as  the 
best  means  of  maintaining  the  credit  of  the  government.  The 
bill  was  ably  delated  in  the  Senate,  and  finally  passed  that 
body  by  a  vote  of  thirty  to  seven. 

The  bill  having  been  amended  in  the  Senate,  further  action 
thereon  was  needful  by  the  House.  The  five  amendments 
previously  mentioned  were  the  most  objectionable  to  the 
members,  and  we  will  briefly  show  what  the  House  did  with 
them. 

All  laws  authorizing  loans  from  the  organization  of  the 
government  had  provided  for  the  payment  of  ^' dollars.'^ 
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This  word  had  a  well-known  meaning  under  our  coinage  and 
legal-touder  laws,  and  many  members  were  op{x>scd  to  any 
discrimination  in  favor  of  the  bondholders.  The  House, 
however,  concurred  in  the  Senate  amendment  to  pay  the 
interest  on  bonds  and  notes  in  coin,  and  also  in  the  fifteenth 
amendment  authorizing  the  secretary  of  the  treasury  to  sell 
bonds  at  their  market  value.  The  House,  after  amending  the 
eighteenth  amendment,  concurred  in  it,  but  did  not  concur 
with  the  Senate  in  the  ninth  and  nineteenth  amendments. 
The  House,  on  the  recommendation  of  a  conmiittee  of  con- 
ference, receded  from  their  action  on  these  also,  save  a  slight 
change  in  the  amendment  relating  to  the  creation  of  a  sinking 
fund.  Thus  the  princii)al  Senate  amendments  were  adopted 
by  the  House.  The  bill,  as  finally  amended,  passed  the 
House  by  ninety-seven  votes  against  twenty-two.  In  the 
Senate  there  was  no  division  of  the  vote.  The  President 
approved  the  bill,  and  thus  it  became  a  law.*  No  financial 
measure  of  modem  times  has  i)roduced  such  far-reaching  con- 
sequences, and  it  was  therefore  fitting  to  give  this  minute 
history  of  its  origin  and  gro>\'th.  The  debates  in  Congress 
and  discussion  elsewhere  showed  that  the  probable  ftfocts  were 
well  understood,  for  the  issuing  of  pajxir  money  by  govern- 
ments is  an  old  device,  the  awful  ojwration  of  which  has  been 
recorded  in  luminous  language.  The  measure^  liad  not  the 
slightest  tinge  of  originality.  Spain,  Russia,  France,  and 
other  countries  had  indulged  in  similar  financial  exjxTiments, 
and  their  results  are  among  the  most  familiar  facts  of 
history.  When  St.  Simon  told  the  Duke  of  Orleans  that  the 
finances  of  the  greatest  king  in  Eur(){)e  ouglit  not  to  be 
managed  like  those  of  a  private  person,  the  regent  solicited 

'  Act,  February  25,  37  Cong.,  uecDnd  session,  chap.  33. 
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tlic  financial  genius  of  John  Law,  and  the  nation  found  the 
philosopher's  stone  in  a  paper  mill.  Many  thought  like  the 
regent  when  fiat  money  was  first  manufactured  by  the 
American  government.  It  is  true  that  others  favored  this 
measure,  honestly  believing  that  by  no  other  could  a  monetary 
supply  l)e  obtained.  A  much  larger  number  rejoiced  over  the 
adoption  of  the  measure,  because  they  believed  in  the  efficacy 
of  fiat  money.  They  were  the  enemies  of  banks  and  bank- 
notes, and  believed  that  government  should  issue  the  entire 
paper  money,  and  knew  no  reason  why  this  valuable  and 
highly  profitable  privilege  should  be  granted  to  individuals 
without  reward.  This  class  have  always  existed  since  the 
founding  of  the  government,  and  exist  to-day.  Doubtless 
many  of  them  were  not  ^vise,  many  were  dishonest,  and  saw, 
if  the  measure  were  adopted,  an  easy  way  to  pay  their  debts ; 
nevertheless,  the  dishonest,  ignorant,  and  equally  selfish  men 
who  differ  from  the  believers  mfiat  money  are  not  scarce. 
The   measure   rested    mainly  on    the    foundation   of   an 

■r 

^'  absolute  overwhelming  necessity."  If  this  did  really  exists 
who  could  take  excei)tion  to  the  ringing  words  of  Senator 
Fessenden,  when  he  said,  '^  I  would  advocate  the  use  of  the 
stix)ng  arm  of  the  government  to  any  extent  in  order  to 
accomplish  the  puri)ose  in  which  we  are  engaged.  I  would 
take  the  money  of  any  citizen  against  his  will  to  sustain  the 
government,  if  nothing  else  was  left,  and  bid  him  wait  until 
the  government  could  pay  him.  It  is  a  contribution  which 
everv  man  is  l)Ound  to  make  under  the  circumstances,"  Mr. 
Fcssenden  did  not  l^elieve  the  time  had  come  for  resorting  to 
such  an  expedient  to  get  money  for  the  government.  He 
showed  that  the  country  was  rich,  and  though  our  credit  had 
been  somewhat  injured  by  the  conduct  of  the  war,  it  was  not 
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gone.  The  national  credit  was  low  when  the  administration 
came  into  power,  and  Secretary  Chase  in  a  few  months  had 
committed  serious  bhmdei's,  which  were  disheartening ;  if, 
instead  of  inventing  paper  wings  for  money  as  soon  as  the 
banks  had  suspended  specie  payments,  the  President  had 
selected  Mr.  Fessenden,  or  another  man  equally  competent,  to 
mani^  the  treasury  department,  the  banks  would  have  co 
operated  with  him,  and  new  loiuis  would  have  been  negotiated. 
But  it  was  hoi)eless  to  attempt  to  work  with  Jlr.  Chase.  It  is 
true  that  the  issue  of  legal-tender  notes  might  have  been 
necessary  at  some  j)eriod  of  the  war,'  but  the  fires  of  patriotism, 
which  were  now  everywhere  burning  brightly,  were  not  mere 
cornstalk  illuminations.  Men  were  ready  to  assist  not  only 
in  sending  soldiers,  but  in  lending  their  money  just  as  soon  as 
the  secretary  showed  efficiency  in  l^orrowing  and  in  spend in<r  it. 

*  Senator  Shermr.n  said,  in  a  Senate  sj^eefh,  Feb.  27,  186<5,  "  I  stili  tliink 
(hat,  with  the  closest  economy  and  heavy  taxes  from  the  beginninL^,  we 
might  have  borrowed  money  enough  on  a  specie  basis  to  have  ovoiiled  a 
suspension  of  sj>ccie  payments."  In  an  excellent  essay  on  the  lesal-tender 
Act,  by  F.  A.  Walker  and  Henry  Adams  they  remark  :  *'  The  conimnn  im- 
preasion  undoubtedly  is,  that  even  though  there  were  no  actual  necc.<«iity 
for  a  law  of  legal  tender  so  early  as  February,  1802,  yet  at  .some  sul)re«iuent 
time  the  enactment  of  snch  a  law  would  have  jiroved  inevitable.  -  .  . 
Without  venturing  at  present  on  any  absolute  denial  of  the  theory,  .  .  . 
it  b  only  fair  to  say  that,  although  the  subject  is  scarcely  capable  at  jires<.'nt 
of  positive  demonstration,  there  is  absolutely  no  evidence  to  ])rove  that  the 
govenunent  might  not  have  carried  the  war  to  a  succes-sful  conclusion 
without  the  issue  of  a  single  dollar  of  its  IcL^al-tender  paper." — N.  Am. 
RevieWf  April,  1870.  Secrctiry  Fes-senden  said,  in  the  Ann.  Treas.  lieinirt, 
1864:  "Kesort  to  some  other  species  of  currenry  of  a  national  ciiaracter 
became  unavoidable,  as  was  unanswerably  <lemnnrJtrated  by  my  pretlec€ssor 
in  his  report  of  December,  1862.  Fniuirht  with  dancer  as  government 
paper  has  almost  invariably  proved,  there  v.-as,  under  the  circumstances,  no 
other  resonroe." 
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It  must  be  remembered,  too,  how  much  the  cry  of  "  absolute 
necessity  "  had  been  intensified  since  the  first  introduction  of 
the  bill.  By  fastening  sharply  on  that  expedient,  and 
neglecting  every  other,  a  great  many  had  come  to  believe  that 
really  an  "  absolute  necessity  '^  did  exist  for  issuing  a  forced 
paper  money. 

Nevertheless,  beside  the  members  of  Congress  who  believed 
the  measure  to  be  necessary  were  many  others  whose  opinions 
were  worth  much.  The  government  could  no  longer  pay 
gold  and  silver,  and  the  demand  treasury-notes,  authorized  in 
July,  did  not  circulate  freely.  Individuals,  railroad  compa- 
nies, and  banks  refiised  to  receive  them.  After  the  suspen- 
sion of  specie  payments,  the  banks  paid  the  remainder  of  their 
loan  to  the  government  in  treasury-notes,  and  after  completing 
this  engagement,  declined  to  recognize  them.  Consequently, 
they  were  worth  less  tlian  bank-notes.  Yet  the  opinion 
widely  prevailed  that  the  government  ought  not  to  depend  on 
irredeemable  bank-notes  for  money .^     It  was  feared  that  with 

^  Secretary  Chase  said,  in  his  annual  report,  Dec.  1S62 :  "  There  remained 
but  one  other  possible  way  of  raising  money  by  the  negotiation  of  bonds  in 
the  usual  mode.  That  way  was,  to  receive  in  payment  of  loans  the 
notes  or  credits  of  the  banks  in  suspension.  .  .  .  The  negotiation  of  such 
loans  to  the  extent  required  by  the  public  exigencies  would  create  a  de- 
mand for  the  notes  which  would  involve  the  necessity,  at  first,  of  sacrifices 
not  greatly  inferior  to  those  attendant  on  coin  loans.  If  subsequent  nego- 
tiations should  become  practicable  at  seemingly  better  rates,  it  would  be 
because  the  government  demand  had  stimulated  the  making  and  issuing  of 
bank-notes  to  an  extent  far  beyond  the  ordinary  needs  of  business.  The 
increase  of  circulation  thus  stimulated  would  be  unlimited,  except  by  the 
possibility  of  obtaining  interest  on  loans  of  it ;  or,  in  other  words,  by  the 
possibility  of  obtaining  credit  for  it  with  the  community  and  the  govern- 
ment. .  .  .  Loans  ne^tiated  in  this  circulation  would  l)e  simply  exchan^res 
of  the  debts  of  the  nation,  bearing  interest  and  certain  to  be  paid,  for  the 
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no  restraint  whatever  on  their  issues  tlie  banks  would  enor- 
mously inflate  their  circulation.  After  the  suspension  of 
specie  payments  in  1812  the  banks,  released  from  the  demands 
of  billholders  for  gold  and  silver,  issued  notes  in  enormous 
quantities.  Would  not  the  banks,  if  the  opportunity  oc- 
curred, be  strongly  allured  by  tlie  hope  of  gain  to  repeat  their 
former  action  ?  Moreover,  the  government  liad  no  right  to 
receive  them.  The  sub-treasury  law  was  in  operation,  and 
the  government  could  legally  receive  only  gold  and  silver  and 
treasury-notes.  As  resources  of  some  kind  were  needful  in 
order  to  live,  and  specie  could  not  be  employed,  the  govern- 
ment must  either  depend  on  the  circulation  of  the  banks  or 
issue  one  of  its  own.  And  if  the  issuing  of  government- 
notes  was  the  best  plan  and  the  most  generally  favored,  should 
they  be  endowed  with  the  legal-tender  quality  or  be  issued 
without  it  ?  On  that  question  public  opinion  strongly  favored 
the  issue  of  legal-tender  notes.  Said  Senator  Sherman,  in  a 
speech  on  this  subject :  "Almost  every  recognized  organ  of 
financial  opinion  in  this  country  agrees  that  there  is  such  a 
necessity  in  case  we  authorize  the  issue  of  demand-notes." 
The  secretary  of  the  treasury  had  declared,  in  his  official  com- 
munications to  the  Senate  and  in  private  convei-sation  with 
members  of  the  Finance  Committee  of  that  body,  that  the 
notes  must  he  made  a  legal  tender  to  insure  their  negotiabil- 
ity. The  same  view  was  entertained  by  the  chambers  of 
commerce  of  Boston,  New  York,  and  Philadelphia.  The 
cashier  of  the  Bank  of  Commerce  of  Xew  York,.  s|x?akiug 

debts  of  a  multitude  of  corj)oratioiis,  bearing  no  interest  and  certain,  in 
part,  never  to  be  paid."  James  Gallatin  showed  liow  an  excess  of  1  tank 
circnlAtion  might  be  prevented  by  "  Uixntion  more  or  less  prohibitory."— 
See  National  Finances  and  the  Currency j  1862,  p.  8. 
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for  that  bank  and  other  banks  of  New  York,  "  stated  explic- 
itly "  to  the  Finance  Committee  of  the  Senate  that  they  "could 
not  further  aid  the  government  unless  the  proposed  currency 
was  stamped  by  and  invested  with  the  legal  form  and  author- 
ity of  lawful  money,  which  they  could  pay  to  others  as  well 
as  receive  themselves."  "  If  you  strike  out  this  legal-tender 
clause,"  said  Senator  Sherman,  in  blazing  language,  "  you  do 
it  with  the  knowledge  that  these  notes  will  fall  dead  upon  the 
money  market  of  the  world ;  that  they  will  be  refused  by  the 
banks ;  that  they  will  be  a  disgraced  currency,  that  will  not 
pass  from  hand  to  hand ;  that  they  will  have  no  l^al  sanc- 
tion ;  that  any  man  may  decline  to  receive  them,  and  thus 
discredit  the  obligations  of  the  government."  Legal-tender 
notes,  therefore,  were  the  best  substitute  for  gold  and  silver  in 
making  payments  to  the  government  that  could  be  devised, 
and  far  more  acceptable  to  the  people  than  irredeemable 
bank-notes. 

In  these  reasons  was  rooted  the  necessity  for  issuing  l^al- 
tender  notes.  Whether  they  were  as  strong  as  they  appeared 
to  be  we  shall  not  attempt  to  decide.*  The  opinions  of  men 
equally  intelligent,  candid,  and  patriotic,  were  divided  con- 
cerning the  necessity  of  issuing  legal  tenders  in  1862,  and 
probably  always  vnll  be.  The  entire  course  of  history  is 
stre\vn  with  unsettled  questions ;  nor  is  this  to  be  regretted ;  for 
it  consequently  possesses  a  deeper  interest  and  more  keenly 
stimulates  the  investigating  and  judicial  spirit  of  man. 

The  people  were  quickly  reconciled  to  the  measure.  Many 
had  heartily  favored  it  from  the  beginning.  This  was  true 
of  the  debtor  and  speculative  classes ;  the  latter  class  espec- 
ially, with  their  keen  instincts  for  making  money,  knew  that, 

^  See  Spear's  Legal-Tender  Acts,  chap.  12,  p.  8S,  The  Flea  of  Neoesaitj. 
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with  the  general  derangement  of  prices  which  was  sure  to 
follow  an  inflation  of  the  circulating  medium,  a  golden 
opportunity  would  appear  for  them  to  exercise  their  peculiar 
powers.  They  flourish  when  the  storm  rages  hardest ;  in  calm 
waters  they  are  like  a  ship  whose  sails  are  uselessly  suspended 
in  the  air.  Nothing  could  please  them  better  than  a  deluge 
of  cheap  money.  Moreover,  the  tune  of  "  absolute  necessity  " 
had  been  played  so  much  that  all  th*e  people  had  learned  it 
well,  and  they  loyally  bowed  to  this  expression  of  legislative 
wisdom,  having  &ith  that  however  destructive  the  impending 
monetary  revolution  might  prove  to  be,  the  cause  of  the  Union 
would  finaUy  triumph. 
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CHAPTER  V. 

MORE  LEGAL-TENDER  NOTES. 

Whenever  a  paper  •money  spring  has  been  found,  the 
discoverers  have  not  been  perfectly  happy  until  the  stream 
issuing  from  it  has  swelled  to  a  mighty  flood.  "NMien  the  bill 
authorizing  the  first  issue  of  l^al-tender  notes  was  before 
Congress,  several  members  prophesied  a  heavy  increase,  while 
others  were  equally  confident  that  no  more  would  be  needed 
or  put  into  circulation.  Said  Mr.  Hooper,  of  Massachusetts, 
who  had  carefully  studied  monetarj'  questions  for  many  years, 
"  It  is  said  that  when  a  government  once  assumes  the  power  to 
issue  a  currency,  the  temptation  to  continue  issuing  it  rather 
than  to  resort  to  the  more  unpopular  method  of  taxation  is  so 
great,  that  it  will  not  cease  to  issue  it  until  it  finds  itself  in  a 
state  of  utter  bankruptcy.  The  answer  to  this  objection  is,  that 
the  power  of  the  government  is  limited  by  the  law  in  this 
respect  to  $150,000,000,  and  consequently  the  government  can 
not,  if  it  would,  yield  to  any  such  temptation."  What  a  lofly 
conception  had  Mr.  Hooper  of  the  virtue  of  the  government ! 
It  could  not  yield  to  the  temptation  to  issue  more  paper 
money.  Not  so  thought  Mr.  Morrill  of  Vermont.  "  If  the 
first  step  were  taken,"  he  said,  "  in  making  paper  a  l^al 
tender,  we  must  go  on.  No  sane  man  would  spontaneously 
take  stock  liable  by  the  practices  of  the  government  to  be 
reduced  the  very  next  day  ten  per  cent,  or  any  other  per  cent, 
in  its  value.    So  that  if  Congr^s  should  have  the  virtue  to 
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wish  to  cease  the  further  issue  of  these  notes,  it  would  no 
longer  be  an  open  question.  But,  having  tested  this  facile 
mode  of  paying  debts,  I  fear  the  stem  and  honest  mode  of 
taxation  would  be  repugnant  to  many  constituencies,  and 
that  the  doors  of  the  temple  of  pai)er  money  would  not 
soon  again  be  closed.  Gentlemen  may  think  otherwise,  but^ 
like  a  certain  heroine  who 

'  Said  she'd  ne'er  consent,  and  consented  still/ 

Congress  would  consent.  If  we  have  not  the  virtue  and  the 
power  to  resist  the  temptation  now,  wliile  our  reputation  is 
spotless,  we  shall  have  still  less  when  the  whole  country 
becomes  debauched." 

The  country  did  not  wait  long  to  find  out  who  was  the  true 
presager.  Having  tested  the  sweets  of  paper  money,  within 
a  month  after  the  enactment  of  the  first  legal-tender  law, 
Secretary  Chase  requested  that  the  demand-notes  authorized 
at  the  session  in  July,  1861,  and  the  ten  millions  on  the  follow- 
ing Februar}',  be  declared  a  legal  tender.  His  object  in  having 
them  made  a  legal  tender  was  to  give  them  currency  at  the 
clearing-houses,  and  in  all  business  transactions.  When  the 
Senate  were  discussing  the  bill,  Senator  CoUamcr  inquired 
whether,  if  it  were  passed,  the  amount  of  legal-tender  notes 
would  not  be  increased  to  $160,000,000.  Senator  Fessenden 
replied  that  the  entire  amount  was  limited  to  $1 50,000,000, 
and  the  issue  of  new  notes  would  not  exceed  $90,000,000, 
except  to  replace  the  §60,000,000  in  circulation.  Thase, 
therefore,  were  endorsed  with  the  legal-tender  quality,  and 
thereafter  xiirculated  as  freely  as  the  notes  authorized  by  the 
February  law. 

Hardly  had  three  months  passed  before  the  secretary  of  the 
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treasury  sent  a  communication  to  the  Committee  of  Ways  and 
Means,  accompanied  with  a  bill  providing  for  the  issue  of  an 
additional  $150,000,000  of  l^al  tenders.  This  was  on  the 
7th  of  June.  He  stated  that  the  daily  receipts  from  customs 
were  about  §280,000,  and  that  the  average  daily  conversion 
of  legal-tender  notes  into  bonds  did  not  exceed  $150,000, 
while  the  daily  expenditures  exceeded  §1,000,000.  He 
further  remarked  that  if  Congress  saw  fit  to  authorize  the 
amount  proposed,  it  seemed  highly  expedient  that  such  a 
portion  as  the  public  convenience  should  require  be  issued  in 
denominations  less  than  five  dollars.  Admitting  the  force  of 
the  objections  generally  advanced  against  issuing  notes  of  a 
smaller  denomination,  he  maintained  that  under  the  existing 
circumstances  of  the  country  they  did  not  apply.  The 
burdens  of  the  people,  he  maintained,  should  be  made  as 
tolerable  as  possible.  If  the  restriction  on  the  issue  of  small 
denominations  was  removed,  the  wants  of  the  country  would 
absorb  a  circulation  of  $25,000,000,  and  perhaps  more. 
The  interest  on  tliis  circulation,  say  $1,500,000,  would  be 
saved  to  the  tax-payers.  "  Payments  to  public  creditors,  and 
especially  to  soldiers,  now  require  large  amounts  of  coin  to 
satisfy  fractional  demands  less  than  five  dollars.  Great  incon- 
veniences in  payment  of  the  troops  are  thus  occasioned. 
With  every  effort  on  the  part  of  the  treasury  to  provide  the 
necessary  amount  of  coin,  it  is  found  impracticable  always  to 
satisfy  the  demand.  When  tlie  amount  required  is  furnished, 
the  temptations  to  disbursing  officers  to  exchange  it  for  any 
small  bank-notes  that  the  soldiers  or  the  public  creditors  will 
take,  is  too  great  always  to  be  resisted.  And  even  when  the 
coin  reaches  the  creditors  it  Ls  seldom  held,  but  passes,  in 
general,  immediately  into  the  hands  of  the  sutlers  and  others, 
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and  disappears  at  once  from  circulation.  The  inconvenience, 
therefore,  to  the  government  and  creditors  from  the  absence  of 
United-States  notes  of  small  denominations,  are  not  compen- 
sated by  benefits  to  anybody."  Another  reason  advanced  by 
him  was  that  resumption  of  payments  in  specie  could  be  effected 
more  surely  and  easily,  and  with  less  inconvenience  and  loss 
to  the  community,  if  the  currency,  both  small  and  large,  were 
composed  of  United-States  notes,  than  if  the  channels  of  cir- 
culation were  filled  \vith  the  emissions  of  non-specie  paying 
corporations. 

Slow  as  many  persons  were  in  perceiving  the  advantages  of 
a  purely  pii|x;r  currency.  Secretary  Chase  could  not  be 
reckoned  among  the  niunber.  Possibly  he  was  like  an 
epicure  who  prefers  a  piece  of  dry  bread  to  fasting ;  judging 
from  his  conduct,  however,  he  had  been  overcome  by  the 
paper  money  enchantment.  The  sage  remark  in  his  July 
report  concerning  the  mode  of  issuing  treasury-notes — that 
the  greatest  care  would  be  requisite  to  prevent  their  d^rada- 
tion  into  an  irredeemable  j)a|)er  currency,  than  which  no 
more  certainly  fatal  expedient  for  impoverishing  the  masses 
and  discrediting  the  government  of  any  country  can  well  be 
devised — had  certainly  been  forgotten. 

One  member  of  Congress,  Mr.  Spaulding,  did  clearly 
intimate  when  the  first  legal-tender  bill  was  discussed  by  the 
House  that  a  further  issue  of  legal-tender  notes  might  l>e 
necessary ;  but  "  all  others  who  discussed  the  subject  utterly 
denied  and  repudiated  the  idea  that  they  were  ever  to  [favor 
the  issue  of]  another  similar  batch.  .  .  .  When  that  bill  was 
on  its  passage,  the  chairman  of  the  Ways  and  Means  Conmiittee 
gave  the  House  and  the  country  a  grave  assurance,  which 
was  unquestionably  sincere,  that  no  further  increase  of  such 
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premium  for  gold.  They  had  therefore  ceasetl  to  be  a  part  of 
the  circulating  medium ;  consequently,  of  the  $150,000,000  of 
l^al-tender  notes  that  had  been  authorized  only  about 
$100,000,000  were  in  circulation  at  the  time  the  secretary  of 
the  treasury  favored  another  issue.  Furthermore,  aa  only  one- 
half  of  the  new  issue  was  to  be  put  into  circulation,  and  the 
other  half  reserved,  as  previously  explained,  the  actual  increase 
to  the  circulation  would  be  $75,000,000. 

The  strongest  reason  advanced  for  issuing  these  notes  was 
that  the  banks  were  absorbing  them  and  pushing  their  own 
into  circulation.  Mr.  Hooper  said,  during  the  debate,  "It 
may  well  be  considered  whether  any  restriction  of  the  govern- 
ment issues  ^vill  not  servo  to  encourage  and  increase  the 
issues  of  the  banks.  I  confess  that  I  can  see  no  limit  to  a 
depreciation  of  the  currency  that  may  be  produced  by  the 
banks;  and  were  it  not  that  I  have  great  faith  in  the  prudence 
and  wisdom  and  patriotism  of  those  who  manage  the  banks,  I 
should  have  great  apprehension  in  regard  to  it,  as  no  obligation 
is  now  recognizeil  by  them  to  redeem  their  circulation,  liiauy 
of  the  States  having  legalized  the  suspension  of  si^eeie  pay- 
ments." 

The  opinion  that  tlie  banks  were  a  sharp  competitor  of  the 
government  in  furnishing  a  monetary  circulation,  and  in 
absorbing  the  legal-tender  notes,  became  general.  The  feeling 
grew  that  they  ought  to  be  restrained.  A  member  of  Con- 
gress doubtless  expressed  the  sentiments  of  many  others,  when 
he  arraigned  the  banks  in  the  following  manner:  "They 
have  authority  to  buy  up  our  bonds  in  the  market,  to  take  up 
our  circulation  and  put  their  circulation  in  the  place  of  it,  and 
that  is  what  they  are  doing  all  the  time ;  and  the  question  is 
whether  we  shall  pay  these  people  six  per  cent  upon  our  bonds 
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for  furuishiiig  no  Inciter  currency  than  we  can  furnish  our- 
selves. In  a  contest  of  this  kind  I  am  in  favor  of  the  gov- 
enunent.  Now,  what  do  these  capitalists  do  ?  As  soon  as  a 
five-dollar  treasury-note  gets  into  the  market,  they  grab  it  up 
and  put  one  of  their  own  five-dollar  notes  into  circulation  in 
its  place,  and  tlien  convert  their  treasury-notes  into  six-per- 
cent lK)uds.  That  is  the  process  which  is  going  on  all  the 
time ;  and  in  that  way  the  banks  keep  their  own  paper  in  cir- 
culation, and  keep  the  paper  of  the  United  States  out  of  cir- 
culation. In  otlier  words,  it  is  a  struggle  on  the  part  of  the 
Imnking  institutions  of  the  country  to  bleed  the  government 
of  the  United  States  to  the  tune  of  six  per  cent  on  every  dol- 
lar which  it  \s  necessary  for  the  government  to  use  in  carry- 
ing on  this  struggle  for  our  independence  and  our  life." 
Senator  Slierman  shared  the  same  opinion,  though  expressing 
it  in  a  milder  form.  The  legal-tender  notes  "  are  actually 
kept  out  of  circulation  by  the  depreciated  bank  paper  of  the 
a)uutry  ;  and  every  issue  you  make  increases  that  tendency. 
Every  new  issue  of  treasury-notes  is  only  a  bid  for  new 
infiation  bv  the  Imnks,  and  tlius  the  better  money  of  the 
l^niteil  Statt»s  is  hixinied  and  laid  away ;  and  the  paj^er  money 
which  is  ii»smHJ  on  the  credit  of  it  is  throwTi  on  the  countrj', 
prinlucing  inflation  and  deningement  of  our  monetary  system, 
and,  I  Ixjlieve,  in  the  end  will  produce  dkast«r." 

The  aUsorptiou  by  the  banks  of  the  government  circulation 
was  magnifieil  a  thousand  fold.  It  furnished  a  very  good 
rtnison  for  issuing  more,  while  it  intensified  the  feeling  against 
the  banks.  Although  they  had  loaned  the  government  more 
than  half  their  capital  at  a  time  when  others  woald  lend 
nothing,  this  was  speedily  forgotten;  and  the  feeling  of 
hostility  to  them  was  rapidly  intensifying. 


tsoa.j 
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No  one  had  a  deeper  insight  ioto  the  evil  consequences  of 
issuing  more  l^ial-teoder  notes  tlian  Senator  Cliaudler  of 
Michigan,  or  discuased  the  sulyect  with  greater  ability.  On 
the  17th  of  June  he  introduced  a  resolution  "that  the  amount 
of  legiil-tender  treasury-notes  already  authorized  by  law  shall 
never  "be  increased."  The  next  day  he  addressed  the  Senate 
on  this  resolution.  He  said  that  he  believed  $100,000,000  of 
treasury-notes  were  sufficient  to  furuish  a  circulation  for  the 
country,  though  he  voted  for  the  first  legal-tender  law.  The 
enaclnicut  had  "  proved  higlily  satisfactoiy,  not  only  to  the 
secretary  of  the  treasury  but  to  the  nation  at  large,"  The 
average  bank  circulation  throughout  the  United  States  was 
not  quite  thirty  days,  but  the  entire  bank  circulation  did  not 
quite  average  tliat  period.  In  the  agricultural  districts  it 
averaged  more ;  in  the  large  moneyed  centers  much  less.  The 
government  could  avpect  but  veiy  little  more  circulation  for 
its  issues  than  the  banks  could  for  theirs.  Thus  it  would 
be  seen  that  if  the  cumulation  of  the  $150,000,000  of 
legal  lenders  averaged  thirty  days  that  amount  would 
I)erform  the  work  of  $1,800,000,000  per  annum,  and  no 
one  pretended  that  we  should  require  one-third  of  that 
amount. 

"  The  moment  you  authorize  the  issue  of  $300,000,000  to 
be  used,  to  be  sure,  at  the  discretion  of  the  secretary,  the  fear 
that  it  may  be  thrust  u]H)n  the  banks  and  bankers  of  the  land, 
creates  at  once  a  panic;  it  creates  a  surplus  of  circulation,  it 
creates  a  fear,  a  dread,  a  distrust ;  and  your  notes  will  depre- 
ciate. The  moment  you  reduce  the  value  of  these  notes,  even 
to  the  point  at  which  they  now  stand,  even  to  tfeveu  i»r  cent 
discount,  you  drive  out  of  circulation  the  coin  of  the  couniry. 
The  temptation  is  too  strong  to  be  resisted,  to  use  something 
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else  besides  coin  for  change  and  for  small  circulation."  These 
doductionSy  the  unquestioned  teachings  of  experience,  were 
not  heeded  by  Congress.  The  stream  of  circulation  was 
already  full,  and  a  slight  addition  would  surely  «iuse  an  over- 
flow. Yet  Congress,  with  but  little  thought,  hastily  passed  the 
bill  which  was  to  produce  so  much  disaster. 

Tlie  secretary  of  the  treasury  was  desirous  of  obtaining 
autliority  to  issue  notes  of  lower  denominations  than  live 
dolhirs,  but  the  Committee  of  Ways  and  Means  differed  from 
him  in  this  roganl.  An  amendment  was  offered  to  the  bill 
n^ported  by  tlie  (x>mmittee,  granting  authority  to  issue  smaller 
uottis  to  the  amount  of  $50,000,0(X),  and  this  was  carried. 
The  bill,  like  the  former  one,  contained  a  pro\'ision  for 
cH)iiV(Tting  tlio  nok^H  into  bonds,  and  Mr.  Colfax  maintained 
that  these  ought  to  run  absolutely  for  twenty  years  instead 
of  nrstTving  to  the  government  tlie  right  to  redeem  them 
atti'r  Kve  yi^ars.  The  bonds  redeemable  in  1881,  having  a 
\\\v{\  lifo  of  twtMity  ymrs,  were  selling  at  that  time  in  New 
York  at  six  |H>r  ivnt  above  juir  for  greeul)arks,  while  the 
llvt*-t\vonty  Umds  would  bring  no  such  premium.  If  they 
iHuniiiaudtHl  a  premium,  it  n>'2U^  maintainetl  that  the  legal 
trudi'iN  wouKl  U^  convertCHl  into  Innuls  rapidly,  and  a  mar- 
v;iii  \il*  nix  |H»r  i\»nt  U^tween  the  notes  and  gold  would  not 

V\w  law  pixA'iiUtl  among  other  things  that  any  notes  issued 
uikKv  ii  \\\\^\\t  U>  |kaiil  in  eoiu,  ''  instead  of  being  received  in 
o\ih.iu.^\^  lor  ivriiliaitt»s  of  deix>sit  at  the  direction  of  the 
A\-4vuir\  \»1'  ih«t  trtviwury,**  tuul  that  he  might  exchange  for 
\\w  i«'i\M»  \Mi  \uvh  tvruis  as  were  most  beneficial  to  the  public 
iui«:^.i.  'vikIn  Utu'ii^  ^4x  |ht  i*ent  interest,  and  redeemable 
^iU4   'iN^«  ft: 111  LHiwiblv  iu  twenty  years.     He  was  granted 
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authority  to  re-issue  the  notes  thus  received  in  exchange,  and 
receive  and  cancel  notes  previously  issued,  and  in  lieu  of  them 
issue  an  equal  amount  by  the  new  law ;  he  could  also  purchase 
at  rates  not  exceeding  one-eighth  of  one  per  centum  bonds  or 
certificates  of  debt.*  With  much  labor,  therefore,  a  winding- 
sheet  was  put  around  the  nation  for  the  purpose  of  convincing 
the  people  that  national  life  was  extinct.  Was  ever  in 
financial  history  a  more  mournful  scene  than  that  now  beheld 
at  Washington,  where  Congress  was  tr}'ing  to  destroy  the 
national  credit  in  order  to  furnish  an  excuse  for  issuing  paper 
money,  honestly  believing  that  by  this  bold  and  extraordinary 
jugglery  the  Union  might  ho  save<l. 

Shortly  alter  enacting  this  law  the  use  of  postage  stamps 
was  legalized  in  makinj;  payments  to  the  government  not 
exceeding  ten  dollars,-  in  c*onsequence  of  the  sudden  and 
general  scarcity  of  small  change.  After  the  susix?nsion  of 
specie  i>ayments  the  minor  silver  currency  quickly  disap- 
peare<l.  The  |x?oplc  wore  not  prepared  for  its  sudden  flight, 
and  for  several  monlhs  were  withcait  an  eirective  substitute. 
In  the  interval  those  having  many  small  payment^  to  make, 
especially  |>ersons  engage<l  in  retail  trade,  railroad  com- 
panies, and  the  like,  siiflere*!  mueh  inconvenience.  Coqiora- 
tions,  individuals,  and  lirnis  beiran  to  issue  "  shinj>lasters,"  as 
they  were  called,  to  supj)ly  the  deficieiuy,  and  in  many  cases 
made  them  exchangea!)le  for  comnKxlities  and  also  for  bank 
and  treasury-notes.  To  remedy  the  emlxirrassment  some- 
what, cities  and  towns  issued  small  notes  payable  in  taxes 
or  lawful  money.  Unless  the  government  should  prevent 
this  circulation   it  was  evident  that  the  countrv  would  be 

*Act,  July  11, 18G2,  37  Cong.,  second  session,  chap.  142. 
'  Ibi<l.,  July  17,  chap.  190. 
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HchkIciI  with  a  varied  fractional  currency  having  very  little 
value,  and  wiusing  no  little  vexation  and  loss  in  the  trans- 
aotii>n  of  business.  The  law  authorizing  the  use  of  iK>stage 
staunvi,  also  im>videtl  tluit  after  the  first  day  of  August,  1862, 
no  privuti*  i\>r|wratiou,  ixuiking  association,  firm  or  indi- 
vidual should  issue  any  \\ou\  chei^k,  token,  or  other  obliga- 
tion for  K^**  than  one  dollar,  which  w:is  "  intended  to 
ciixndato  su*  uu>ney  or  to  U»  rt»ivivetl  or  ust»il  in  lieu  of  lawful 

mouev," 

rho  «M»  of  stani|is  was  not  jH>|nilar.  Acx'onlingly,  Secre- 
tiU'v  riiaM*  nx\»uuueudiHl  that  fnietional  curn.'ncv  be  author- 
\fi\\\  as  a  s\ilv«4tituio.  lUxnliu^  the  n\x)nuuendation,  Congress 
ruartixl  a  law  '  which  auihoriziHl  the  sivMarj'  to  issue 
ihu'Houal  cunvucv  to  an  amount  not  cxceixling  §50,00(),(.KK), 
tiiul  i\xl<H»mablo  in  ruit«Hl-Stat<^  m>tt»s  in  sums  not  k^s  than 
Uu\H^  doUai^.  tuid  itxvivabU*  for  |H>staj»i»  and  n^venue  stanij)s, 
\\\\\\  \sU\^  in  payment  of  duos  {o  the  l-uitixl  Static  less  than 
l\\o  dollaiN.  cMvpl  duties  on  imiH»rts.  It  wits  not  a  legal 
i^uiU't  ior  private  debts,  but  it  simtihI  a  usi'ful  puriK>se,  was 
^ouN\iiuut.  and  had  the  t»tUvt  of  t'lwing  the  ixmntry  from 
y^^\w\  kuuNof  Muall  mouev.  Wxaxx  $oO,U>0,(KX>  were  kept 
\u  t  ii\ul;Uu»u  vmrly,  which  Unv  no  intenst  and  was  there- 
ixnv  x\N»nomical  tor  the  p»vcrumeut.  This  w:ts  fuudly  n^placed 
^\  aUvi  in  ISVtJ."^  riie  amount  issuixl,  including  reissues, 
x^.i.  5i.U«S..'JvM>Vi).JL  A  very  lai-^*  amount  luis  not  U'en 
ixxUxnuxl,  .uul  is  \loubilcs>  Km,  Tlie  sivix*tar\*  has  written 
j^'i  ;.  \>»;ii  v»iViUc  imiMU'v  iHHtks,  and  tor  the  hist  three  years 
\^^.^  \\\\\\  ouc  hiuuhwl  and  tweuty-tivo  ihoussuid  dollars  have 
Us"*!  u^Uvuusl     Not  mucli  mort\  it  itin  U>  pivilkivd^  will  ever 

•  U\»..  '^ib  '-'-.  ^4  i\^VlM  i(r»t  M«M««w  N^v  17. 
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be  presented  for  recleiuption.*  Of  course,  this  saving  effected 
by  the  government  has  been  lost  by  the  people.  It  represents 
in  the  aggr^ate  a  largo  sum,  though  the  loss  is  distributed  so 
widely  that  no  one  has  ever  suffered  in  consequence.  . 

Thus  two  issues  of  legal-tender  notes,  of  $150,000,000 
each,  had  been  authorized,  beside  endowing  $60,000,000  more 
of  other  notes  with  the  same  quality.  A  fractional  currency 
had  been  authorized,  and  postage  stamps  also,  for  making 
payments.  We  are  far,  however,  from  the  end  of  the  chapter. 
When  a  nation  has  once  drank  from  the  pa|)er-money  foun- 
tain, it  is  sure  to  return.  Like  the  lotus-eater,  the  effects 
are  so  bewitching  that  he  longs  for  more  and  is  never  satis- 
fied. When  the  second  legal-tender  bill  was  discussed  by 
Congress,  the  prophecy  was  repeated  that  further  issues  would 
be  wanted,  and,  unhappily,  the  prophecy  was  fulfilled. 

The  next  issue,  which  was  for  paying  the  soldiers,  ^vas 
authorized  in  January,  1863.^  The  amount  was  one  hundred 
millions,  whicli  was  increased  to  $150,000,000  two  montlis 
afterwanl.^  The  facts  jiertaining  to  this  issue  will  be  de- 
scribed in  the  next  chapter,  Jis  they  are  more  closely  blended 
with  the  subject  there  considered. 

^The  amounts  redeemeil  annuallv  since  the  issue  ceased  in  1876  are — 


Tear.  Aiuoimt. 


Tour.  Aim.iuut. 


1877 $14,043,458  05    1881 $109,001  05 


1878 3,855,30)8  57  "1882 58,705  55 

1879 705,158  60  i  1883 46,556  96 

1880 251,717  41  1 1884 20,629  50 

The  United-States  treasurer,  in  his  report  for  1884,  said  that  the  amount 
carried  to  the  public-debt  statement  would  prove  "  to  be  far  below  the 
actnal  Ices  or  destruction.^' 

'  Bes.y  Jan.  17, 1863,  37  Cong.,  third  session,  No.  9. 

'  Act,  March  3,  chap.  73,  sessions  two  and  three. 
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Whatever  may  have  been  the  feelings  of  others  conoeming 
the  sudden  outflow  of  so  much  paper  monevy  Mr.  Chase  was 
not  alarmed.  He  remarked,  that  in  former  reports  he  had 
stated  his  convictions  and  the  grounds  of  them  respecting 
the  necessity  and  the  utility  of  putting  a  laige  part  of  the 
debt  into  United-States  notes,  without  interest,  and  adapted 
to  circulation  as  money.  '^  These  ccmvictions,"  he  added, 
^*  remain  unchanged,  and  seem  now  to  be  shared  by  the 
{XH>ple."  But  he  did  not  repeat  the  statement  also  contained 
in  a  former  report,  namely,  that  ^*no  more  certainly  fatal 
expiHiient  for  impoverishing  the  masses  and  discrediting  the 
p>wrnment  of  any  country  can  well  be  devised  [tliau]  an 
irnxlwrnablo  )^per  curroiuy  *' — such  an  one  in  truth  as  now 
cinnilatiHl  among  the  |K\>plo.  With  a  spirit  of  evident  satis- 
faction, he  continucil,  ^'  for  the  first  time  in  our  lustory  has  a 
n^d  uppriHU'h  to  an  uniform  currency  been  made ;  and  the 
Uniofits  of  it,  though  still  far  from  the  liest  attainable  con- 
tUtion,  ari>  felt  bv  all.  The  circulation  has  been  distributed 
thri>ughout  tlio  countrj^  and  is  everywhere  acceptable." 
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CHAPTER  VI. 

PERMANENT  AND  TEMPORARY  LOANS. 
JANUARY,  1862,  TO  JULY,  1864. 

In  his  first  annual  rejX)rt,  Mr.  Chase  recommended  the 
establishing  of  a  national  banking  system,  the  issue  of  demand 
treasury-notes,  the  borrowing  of  money  and  an  increase  of 
taxation.  Congress  authorized  the  issue  of  $300,000,000  of 
legal-tender  notes  and  $500,000,000  of  bonds,  redeemable  at 
the  pleasure  of  the  government  after  five  years,  and  payable 
twenty  years  from  date.  They  were  to  boar  six  per  cent 
interest,  payable  semi-annually,  and  the  secretary  could  sell 
them  "  at  any  time,  at  the  market  value  tliereof  for  the  coin 
of  the  United  States,"  or  for  any  treasury-notes  that  had  been 
or  would  be  issued.  These  bonds  could  not  be  taxed  by  State 
authority,  and  the  interest  was  payable  in  coin.  They  were 
afterward  designatal  five-twenties.^     Congress  also  authorized 

'Act,  Feb.  25, 1862,  37  Cong.,  second  session,  chap.  33.  The  5th  section 
of  the  Act  provided  "  that  all  duties  on  imjwrted  goods  sliall  be  paid  in 
coin,  or  in  notes  payable  en  demand  heretofore  authorized  to  Im?  issued 
and  by  law  receivable  in  payment  of  public  dues,  and  the  coin  so  paid 
shall  be  set  apart  as  a  special  fund,  and  shall  be  applied  as  follows :  First. 
To  the  payment  in  coin  of  the  interest  on  the  l)onds  and  notes  of  the 
United  States.  Second.  To  the  purchase  or  payment  of  one  per  centum  of 
the  entire  debt  of  the  United  States,  to  be  made  within  each  fiscal  year 
after  the  first  day  of  July,  1862,  which  is  to  }^e  set  apart  as  a  sinking  fund, 
And  the  interest  of  which  shall  in  like  manner  be  applied  to  the  purchase 
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individuals  or  corporations  to  deposit  United-States  notes 
with  the  assistant  treasurers  or  designated  depositaries  for 
thirty  days  or  longer,  on  which  they  were  to  receive  the  rate 
of  five  per  cent  i)er  annum/  The  amount  of  deposits  was 
limited  to  §25,000,000.  Congress  also  provided  for  a  greatly 
enlarged  revenue  from  taxation. 

After  the  banks  paid  the  last  installment  of  their  loan,  the 
secretary  was  obliged  to  rely  on  the  feeble  income  derived 
from  taxation,  the  use  of  demand-notes  authorized  at  the  July 
session  of  Congress,  and  tlie  cash  from  light  sales  of  the  seven- 
tliirties,  until  authority  had  been  granted  to  issue  legal  tenders. 
Then  the  legal  tenders  were  put  out,  and  \vith  great  rapidity,  for 
the  expenditures  were  heavy,  and  the  income  from  all  sources 
was  insufficient.  For  several  months  after  authorizing  the 
issue  of  the  five-twenties,  their  sale  was  insignificant.  Only 
$13,990,600  were  sold  by  the  clase  of  the  fiscal  year.  That 
part  of  the  financial  plan  which  provided  for  the  borrow- 
ing of  deposits  was  more  successful.  The  banks  of  New- 
York  City  that  belonged  to  the  clearing-house  deposited 
$20,000,000  of  government  notes  with  the  assistant  treasurer 
ver}'  soon  after  the  law  was  j)assed,"  and  used  the  certificates 
received  from  him  in  settling  clearing-house  balances.  By 
such  action  the  banks  loaned  permanently  $20,000,000  to  the 
government,  because  they  were  not  likely  to  present  these 
certificates  for  redemption.  Fimds  of  some  kind  must  be 
kept  for  paying  clearing-house  ludances,  and  the  above 
arrangement  \vas  very  beneficial  to  the  banks  as  well  as  to  the 

or  pa^^ient  of  the  public  debt  as  the  flecrctary  of  the  trcasuiy  shall  from 
timu  to  time  direct  Third.  The  residue  thereof  to  be  paid  into  the  tzeas- 
ury  of  the  United  States." 

'  Act,  Feb.  25, 1862, 37  Cong.,  second  session,  chap.  33,  sec  4.    '  Mavcfa  7. 
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goverument.  Having  thus  dcpasitecl  foiir-fiftlis  of  the  amount 
authorized  by  law,  the  question  was  started  in  the  Senate 
whether  the  limit  of  deposits  should  not  be  extended  to 
$60,000,000.  The  banks  of  other  cities  wished  to  make 
deposits,  and  receive  certificates  which  they  could  use  in  clear- 
ing-house transactions.  The  Senate  Finance  Committee  recom- 
mended the  increase,  but  some  senators  were  strongly  opposed 
to  it.  They  did  not  clearly  understand  tlie  ojKjration  of  the 
law.  They  did  not  j)erceive  that  the  deposits  were  in  every 
sense  a  loan  to  the  government,  like  the  deposits  of  indi- 
viduals to  l>anks  which  are  afterward  loaned  to  othere.  The 
debate  on  the  question  was  interesting,  particularly  as  illustra- 
ting the  crude  ideas  which  existed  in  many  minds  at  that  time 
on  financial  matters.  The  great  debates  in  Congress  before 
the  war  had  been  over  constitutional  questions.  A  new  era 
was  now  begun.  Our  national  legislators  had  had  as  little 
experience  in  finance  as  our  generals  in  the  art  of  war.  Both 
classes  learned  rapidly,  though  at  fearful  cost  of  treasure,  life, 
and  happiness. 

Mr.  Sherman,  as  on  the  preceding  occasion,  was  strongly 
opposed  to  the  receiving  of  deposits  and  issuing  certificates 
therefor.  "  The  goveniment,"  he  said  in  the  debate,  "  gets  no 
benefit  from  the  arrangement  at  all."  The  chairman  of  the 
Finance  Committee  thought  otherwise.  ]\Ir.  Sherman,  how- 
ever, maintained  "  that  this  was  the  most  futile  idea  that  could 
enter  the  mind  of  any  man.  At  the  i)lea^ure  of  the  depositor 
these  notes  were  made  to  bear  five  \)ev  ct^nt  interest.  We 
must  keep  them  in  the  hands  of  the  sub-treasurer  to  pay  the 
certificates  of  deposit,  othenvise  we  are  liable,  at  any  moment, 
to  have  our  government  dishonored."  He  declared,  that  the 
''practical  eflect"  of  tlie  measure  would  be  "to  compel  Con- 
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gress  hereafter  to  issue  an  amount  of  treasury-notes  equal  to 
the  amount  of  this  deposit."  He  thought  the  secretary  of  the 
treasury  "  ought  to  abandon  it,"  that  it  was  of  "  no  benefit  to 
anybody  except  the  bankers  in  New  York."  Another 
difficulty  troubled  the  senator :  If  the  notes  were  received  and 
paid  out,  how  could  the  certificates  be  redeemed  if  they  were 
presented  ?  He  feared  that  if  the  amount  of  deposits  wbb 
increased,  more  government-notes  would  be  issued  in  order  to 
pay  them. 

He  was  answered  by  Senator  Chandler,  of  Michigan,  who, 
having  been  a  large  merchant,  and  familiar  with  the  banking 
business,  understood  the  question  thoroughly.  He  said,  that 
the  operation  of  the  law  was  "  simply  to  borrow  money  by 
the  government  at  five  per  cent,  when  it  was  offering  7.3  at 
the  same  time.  What  is  this  proposition?  The  bankers 
propose  to  take,  we  will  say,  $50,000,000  of  these  certificates 
of  deposit,  bearing  five  \yer  cent  interest  That  is  no  temporary 
loan.  You  do  not  keep  one  dollar  on  hand  in  order  to  pay 
tliat — not  one  farthing.  It  is  precisely  like  the  daily  opera- 
tions of  a  bank  of  dejK)sit.  The  bank  of  deposit  receives  from 
day  to  day,  and  pays  five  percent  interest,  but  it  keeps  nothing 
on  hand,  because  it  relies  ujwn  the  receipts  of  to-morrow  to 
meet  the  obligations  of  to-day.  This  is  precisely  the  same 
thing.  .  .  You  propose  to  pay  7.3  per  cent  interest ;  you  are 
urging  the  holders  of  the  notes  to  come  and  accept  7.3-per- 
ccnt  bonds,  and  now  the  bankers  say,  ^  If  you  will  give  us  this 
kind  of  security,  which  we  can  use  in  our  daily  bosinesSi 
we  will  loan  it  to  you  at  five  per  cent.'  You  are  gaining  just 
so  much,  not  losing  an}'thing.  The  notes  that  are  paid  in  to- 
day, you  pay  out  to-morrow.  It  is  an  absolute  loan  to  the 
government,  and  amounts  to  a  permanent  loan  to  them  at  five 
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per  cent"     The  senator  favored  an  extension  of  the  limit  to 
$100,000,000.^ 

The  limit  was  extended  to  §50,000,000,  and  in  June  of  the 
same  year  the  Committee  of  Ways  and  Means  recommended 
an  increase  of  as  much  more.  The  committee,  though  opposed 
to  the  plan  in  the  beginning,  frankly  stated  that  thus  far  it 
had  "worked  very  well  in  practice."  Mr.  Hooper  added, 
that  "  it  had  proved  advantageous  to  the  community,  as  well 
as  to  the  government,  though  it  had  delayed  the  conversion  of 
the  government-notes."  To  render  the  redemption  of  the 
certificates  of  deposits  more  certain,  one-third  of  the  second 
$150,000,000  issue  of  demand-notes  was  "reserved  for  the 
purpose  of  securing  prompt  payment  of  such  deposits  when 
demanded."  They  were  to  be  issued  and  used  whenever,  in 
the  judgment  of  the  secretary  of  the  treasury,  they  might  be 
needed  for  that  purpose.^ 

*  In  June,  ISW,  the  limit  was  extended  to  ?1 50,000,000,  and  the  secretary 
of  the  treasun'  was  authorized  to  pay  six  per  t'ont  interest.  In  some  cases 
he  did  not  pay  over  four,  as  there  was  no  authority  prescribing  a  minimum 
rate.  The  deposits  loaneil  to  the  government  amount e^l  to  $571(;,0'.)P,247.16, 
and  the  largest  amoimt  at  any  time  was  on  the  12th  of  June,  1860.  The 
figures  at  that  date  were  $149,500,000,  or  witliin  half  a  million  of  the 
amount  which  could  Im?  legallv  received. 

'  Mr.  Sherman  stated  that  Mr.  Chandler  did  not  seem  to  understand  the 
difference  between  a  loan  and  a  deiK>sit — a  deposit  which  may  be  called  for 
at  any  moment,  and  a  loan  which  cannot  be  called  for  two  or  three  years, 
or  longer  j^eriod.  Mr.  Chandler  replied :  "  It  is  absurd  to  talk  about 
keeping  your  notes  on  hani!,  to  l>e  ready  to  pay  these  certificates.  How 
could  a  bank  pay  five*  three,  or  one  ]>cr  cent  interest,  if  it  had  to  keep  on 
hand  the  identical  sum  deposited,  to  meet  the  deposit  on  which  it  is  paying 
interest  I  know,  as  a  banker  and  as  a  merchant,  that  no  banker  or  mer- 
chant in  the  habit  of  receiving  deposits  on  call,  keeps  scarcely  a  moiety  of 
the  amount  on  hand  to  meet  that  call.    He  receives  to-day  on  deposit,  at 
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This  limit  was  soon  reached,  and  even  exceedtHl  before  the 
flow  could  be  checked.  The  wisdom  of  accepting  these 
deposits  and  issuing  certificates  for  them,  was  vindicated  when 
a  stringency  happened  in  the  New-York  money-market,  near 
the  close  of  1 862.  Over  fifty  millions  of  the  dei)osits  were 
quickly  demanded  and  paid,  thereby  relieving  the  monetary 
pressure.^  Notwithstanding  the  large  amount  withdrawn, 
only  one-fifth  of  the  fifty  million  reserve  fimd  was  used. 

Another  form  of  temporary  loans  consisted  of  certificates  of 
indebtedness,  which  were  issued  to  creditors  who  were  willing 
to  accept  them,  "  in  satisfaction  of  audited  and  settled  claims 
against  the  United  States,  for  debts  not  less  than  one  thousand 
dollars."  They  were  payable  a  year  from  date,  and  bore  six 
per  cent  interest.  The  bill  authorizing  their  issue  was  intro- 
duced into  tlie  House  by  the  Committee  of  Ways  and  Means, 
and  occasioned  no  del)ate.  The  law  was  enacted  March  1st, 
1862.^  Nor  was  anything  said  during  the  passage  of  a  sub- 
sequent bill  providing  for  the  issue  of  similar  certificates  to  the 
public  creditors,  who  were  willing  to  receive  them  in  payment 
of  disbursing  officers'  checks  drawn  on  the  treasurer  of  the 
United  States.^  In  March,  1863,  it  was  declared  that  interest 
on  them  should  be  payable  in  lawful  money.  These  certifi- 
cates circulated  to  a  considerable  extent,  imtil  the  accumulation 
of  interest  was  sufficient  to  induce  the  holders  to  retain  them 

five  per  cent,  $100,000.  He  cannot  pay  five  per  cent  if  he  keeps  that 
$100,000  on  hand  to  meet  it ;  he  cannot  pay  one  per  cent ;  he  cannot  pay  a 
mill.  But  he  pays  the  five  per  cent  on  call,  and  he  relies  upon  to-morrow's 
receipts  to  meet  to-tlay's  liability,  and  to-morrow's  receipts  meet  it  So  it 
is  ^^dth  the  government.  In  a  thousand  and  one  ways  you  are  in  daily 
receipt  of  enough  to  meet  the  daily  call  upon  yon  for  the  redemption  of 
these  certificates." 

*  Ann.  Treas.  Report,  1S63.  *  Chap.  88.  *Ibid.,  chap.  45. 
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as  an  investment.  The  secretary  of  the  treasury  issued  them 
simultaneously  with  the  legal-tender  notes,  and  continued  to 
issue  them  until  the  end  of  the  war. 

By  means  of  temporary  loaas  and  legal  tenders,  beside  the 
ordinary  revenues,  Mr.  Chase,  for  a  con.siderable  i)eriod,  satis- 
fied the  demands  on  the  treasuiy  department.  The  exi)ecta- 
tions  concerning  the  sale  of  bonds  were  not  realized.  The 
people  took  the  treasury-notes  and  parted  with  them  speedily ; 
they  invested  in  a  thousand  ways,  but  very  timidly  in 
government-!  )onds.  For  once,  that  great  war  legislator, 
Thaddeus  Steveas,  as  full  of  hoi)e  as  he  was  of  years,  had 
failed  in  prophecy.  In  his  annual  report.  Secretary  Chase 
said,  that  two  defects  inhered  in  the  law  authorizing  the  bonds 
which  prevented  their  sale.  One  was  the  provision  for  sell- 
ing them  at  their  market  value,  and  the  other  was  the  privilege 
granted  to  the  holders  of  the  treasury-notes,  to  exchange  them 
for  bonds  at  par. 

"  The  effect  of  these  provisions  was  to  make  negotiations  of 
considerable  amounts  impo^ssible;  for  considerable  amounts 
arc  seldom  taken,  except  with  a  view  to  resales  at  a  profit,  and 
resales  at  any  profit  are  impossible  under  the  law.  Negotia- 
tions below  market  value  are  not  allowed,  and  if  not  allowed 
the  taker  of  tlie  bonds  can  expect  no  advance,  unless  a  market 
value  considerably  below  par  shall  become  established.  The 
Act  makes  advance  above  par  impos-sible,  by  authorizing  con- 
version of  United-States  notes  into  bonds  at  that  rate."  He 
therefore  recommended  the  repeal  of  both  provisions.^     The 

*  The  suspension  of  the  right  to  convert  the  legiil  tenders  into  bonds  was 
started  hy  Senator  Collanier,  of  Vermont,  in  order  to  make  a  Wtter  market 
for  the  bonds.  Rep.  of  Com.  on  Finance,  Dec  17, 1867.  Senate  No.  4,  40 
Gong.,  aeoond  seflsion,  p.  13.    The  committee  in  that  report  recommended  its 
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first  provision  imposed  a  restriction  which  Congress  did  not 
intend;  and  the  second  had  been  followed  by  the  inconveniences 
that  were  feared,  and  not  by  the  expected  benefits.  "  Con- 
vertibility by  exchange  at  will  is  of  little  or  no  advantage  to 
the  holder  of  the  notes,  for  the  clauses  which  secure  their 
receivability  for  all  loans  make  them  practically  convertible. 
Whenever  the  volume  of  notes  reaches  a  point  at  which  loans 
can  be  effected  at  rates  fair  to  the  country  and  desirable  to 
takers,  loans  will,  of  course,  be  made,  and  ample  opportunities 
for  conversion  offered." 

On  these  recommendations  was  founded  a  bill  for  a  loan 
of  $900,000,000,  which  conferred  extraordinary  powers  on  the 
secretary  of  the  treasury,  and  "which  ultimately,"  as  Mr. 
Spaulding  truly  says,  "led  to  a  dangerous  expansion  of  credit 
circulation  in  various  forms,  and  in  connection  with  the  bank- 
bill,  which  passed  about  the  same  time,  to  an  enormous  infla- 
tion of  prices,  caused  by  the  over-issuing  of  paper  money, 
which  came  very  near  proving  fatal  to  the  finances  of  the  gov- 
ernment and  the  legitimate  business  of  the  country." 

During  the  discussion  of  the  bill  one  of  the  reasons  given 
for  the  small  sale  of  bonds  was  a  lack  of  currency.  This 
reason  was  founded  on  the  fiict  that  the  secretary  had  not  been 
able,  without  much  difficulty,  to  get  l^al-tender  notes  when 
selling  bonds  and  the  seven-thirty  notes.  This  fact,  how- 
ever, was  interpreted  very  differently  by  others.  "  His  notes 
did  not  go  in  to  be  funded  in  the  long  loans,  because  they 
were   made  a   legal   tender,"  said  a  very  high   authority.^ 

restoration.  Senator  CSollamer  was  one  of  the  Btrongest  opponents  of  the  legal- 
tender  hiws,  and  jealously  regarded  the  faith  of  the  nation  and  the  rights  of 
creditors ;  yet  he  strayed  a  long  way  from  his  accustomed  path  in  this  matter. 

^  James  Gallatin,  National  Finances,  p.  4. 
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Another  reason  given  was  l)ecau>e  thoy  were  neither  a  long 
nor  a  short  bond,  as  they  were  payable  after  five  years  if  the 
government  desired.  If  the  time  had  been  fixed,  or  the  option 
given  to  the  lender,  the  result  would  have  been  difterent ;  so 
it  was  ai&rmed.  But  the  secretary'  believeil  "  that  the  time 
and  rate  of  the  five-tweuty  loan  authorized  were  judiciously 
determined.  .  .  Xo  pnident  legislator,"  he  adds,  "  at  a  time 
when  the  gold  in  the  world  is  increasing  by  a  hundred  mil- 
lions a  year,  and  interest  must  necessarily  and  soon  decline, 
will  consent  to  imj)ose  on  the  labor  and  business  of  the  i>eople 
a  fixed  interest  of  six  jkt  cent  on  a  great  debt  for  twenty 
years,  unless  the  nea^ssity  is  far  more  urj^ont  than  is  now 
believetl  to  exist.  Tlie  country  has  already  witnessed  the 
results  of  such  measuR's  in  the  payment,  in  1856,  of  more 
than  four  and  a  half  million  dollars  for  the  privilege  of  pay- 
ing a  debt  of  less  than  S41,0CM.),000  some  twelve  years, 
averaged  time,  Ixjfore  it  bectame  due."  Subse<juent  events 
proval  the  wisdom  oi*  adhering  to  the  plan  of  short  payments 
and  the  ix'serving  of  the  option  to  pay  by  the  government. 
This  was  one  of  the  most  eoinmendable  features  in  Secretary 
Chase's  administration  of  the  treasury. 

Before  the  bill  had  passed,  the  need  of  money  had  lHX.'<)nie 
60  great  that  more  legal-tender  notes  to  the  amount  oi*  .$100,- 
000,000  were  issued.  I^rge  sums  were  «lue  to  the  army  and 
navy,  and  complainings  were  heard  everywhere.  The  House 
asked  the  secretary  "  to  furnish  the  reasons  why  i-cijuisitions 
of  paymasters  in  the  anny  are  not  i)ronii>tly  tilleil.''  "Xo 
one,"  he  replied,  "can  feel  a  deeper  regret  than  the  sa^-etary 
that  a  single  American  soldier  lacks  a  single  dollar  of  his  pay, 
and  no  effort  of  his  has  been  wanting  to  prevent  such  a  con- 
dition.    It  is  not  in  his  power,  however,  to  arrest  the  accumu- 
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lation  of  demands  upon  the  treasury  beyond  the  possibility  of 
provision  for  them  under  existing  legislation.  .  .  .  The 
seerctar}',  solicitous  to  regulate  his  actions  by  the  spirit  as  well 
as  the  letter  of  the  legislation  of  Congress,  did  not  consider 
himself  at  liberty  to  make  sales  of  the  five-twenty  bonds  below 
the  market  value,  and  sales  except  below  were  impracticable.'' 

Although  he  ]>laccd  this  construction  on  the  law  many 
othei*s  did  not.  Congress^  notwithstanding  a  strong  desire 
to  second  the  eiforts  of  Mr.  Chase,  and  to  sustain  him,  was 
growing  dissatisfied  with  him.  On  tliis  occasion,  Mr.  Gurley, 
of  Ohio,  whose  devotion  to  the  Union  was  quite  as  strong  as 
that  of  the  secretar}',  remarked,  after  this  communication  had 
been  received,  that  Congress  authorized  the  secrctarj^  of  the 
treasury  to  sell  the  five-twenty  bonds  at  the  market  value, 
which  he  had  not  done  as  intended  by  Congress,  and  the  con- 
sequence was  that  the  soldiers  and  sailors  were  not  paid,  as 
they  ought  to  have  been.  "  Of  course,"  he  continued,  "  we 
do  not  call  in  question  the  motives  of  the  secretary,  or  deny 
his  goo<l  intentions ;  l)ut  when  the  secretary  says,  in  his  reply 
to  the  resolution  of  the  House,  that  he  had  no  authority,  he 
was  evidently  mistaken  in  his  construction  of  the  law.  The 
words,  ^  market  value,'  do  not  mean  par  value,  nor  at  any 
specified  time  or  sum.  The  market  value  was  the  price  they 
would  l)ring  when  oifered  in  the  market.  There  has  been  no 
business  day  or  week  since  the  law  was  i)assed  when  any  of 
the  many  agents  of  the  secretary  in  New  York  could  not  have 
placed  one  million,  or  several  millions,  in  the  market,  and 
sold  them  somewhere  near  par,  to  raise  money  to  pay  the 
army  and  navy." 

A  joint  resolution  was  passed  declaring  that  steps  be  taken 
immediately  by  the  treasury  department  to  pay  the  soldiers 
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and  sailors,  and  that  a  preference  should  be  given  to  this  class 
of  creditors.  Sixty  millions  were  needed  for  the  purpose. 
The  secretary  of  the  treasur}'  was  consulted,  and  he  thought 
the  I^al-tcnder  bill  might  give  temporary  relief,  but  he 
added,  in  a  communication  to  the  Finance  Committee  of  the 
Senate  when  returning  the  joint  resolution  mentioned,  "  It 
should  be  regarded,  however,  only  as  an  exi)edient  for  an  emer- 
gency. No  measure,  in  my  judgment,  will  meet  the  necessi- 
ties of  the  occasion,  and  prove  adequate  to  the  provisions  of 
the  great  sums  rtKjuired  for  the  suppression  of  the  relK»llion, 
which  does  not  include  a  firm  support  to  public  credit  through 
the  establishment  of  a  uniform  national  circulation,  secured 
by  bonds  of  the  United  States." 

This  was  his  pet  measure  from  the  beginning  until  its 
adoption  for  raising  money  to  carry  on  the  war.  Secretary 
Chase  was  persistent,  and  liaving  made  uj)  his  mind,  as  he 
said,  with  reference  to  issuing  legal-tender  notes,  he  did  not 
hesitate  afterward.  But  why  did  he  rely  so  strongly  on  this 
measure  which  he  knew  Congress  was  reluctant  to  jwss  and 
which  the  banks  opi)osed,  and  make  such  feeble  effort-?  to  sell 
the  five-twenty  bonds?  Because,  he  said,  "  negotiations  below 
market  value  were  not  allowed,  and  if  not,  the  taker  of  the 
bonds  could  expect  no  advance,  unless  a  market  value  con- 
siderably below  par  shall  Ixx-ome  established."  Certainly 
this  was  not  the  eonstiniction  which  Congress  intended.  Mr. 
Gurley  correctly  stated  the  intention  of  that  body.  The 
members  intended  that  the  lx)nds  should  Ik»  sold  at  their 
"  market  value."  Mr.  Chase  refused  to  sell  them  unless  he 
could  get  par.  The  conseciuence  was,  that  selling  none,  the 
treasury  department  ran  ashore,  and  ?60,000,000  of  indebt- 
edness accumulated  before  any  relief  could  be  given.     The 
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Tlip  hill  authorizing  this  issue  of  8100,()<)0,(;)0()  of  legal- 
Uu'^'T  iK»tes  was  dilleivnt  i\\m\  either  of  the  pmiMling 
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..-».  in-Tiviously  authorized,  in  jMiyment  of  all 
iirivate,  within  the  United  Stat4»,  except 
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for  duties  on  imports  and  interest  on  the  public  debt ;  and 
the  notes  so  issued  should  be  part  of  the  amount  provided  for 
in  any  bill  pending  for  the  issue  of  treasury-notes,  or  that 
might  thereafter  be  passed  by  Congress."  ^ 

President  Lincoln  signed  the  bill,  but  while  doing  so 
thought  his  duty  required  him  to  express  his  sincere  regret 
that  it  had  been  found  necessary  to  authorize  so  large  an 
additional  issue  of  United-States  notes  when  their  circulation 
and  that  of  the  suspended  banks  together  had  already  become 
so  redundant  as  to  increase  prices  beyond  real  values,  thereby 
augmenting  the  cost  of  living  to  the  injury  of  labor  and  the 
cost  of  supplies  to  the  injury  of  the  whole  country. 

It  seemed  very  plain  to  the  President  that  continued  issues 
of  United-States  notes,  without  any  check  to  the  issues  of 
susi)ended  banks,  and  without  ade<|uate  provision  for  the 
raising  of  money  by  loans,  and  for  funding  the  issues  so  as 
to  keep  them  within  duo  limits,  must  soon  prixluce  disastrous 
conseciuences.  He  favored  the  adoption  of  tlie  national  bank 
system,  and  "  a  reasonable  taxation  of  bank  circulation  "  to 
prevent  the  deterioration  of  the  paper  money  of  the  countrj-. 
But  Congress  had  already  made  "  ade(|uate  provision  for  the 
raising  of  money  by  loans ; "  the  fmhire  to  get  it  was  Mr. 
Chase's,  who  would  not  exeeute  the  law  because  people  would 
not  give  quite  as  much  for  the  bonds  as  he  thought  they  ought. 

Congress  should  have  been  warned  by  the  singular  miscon- 
struction which  the  secretary  had  placed  on  the  law  suspend- 
ing the  sub-treasury  regulations,  and  on  that  relating  to  the 
sale  of  five-twenty  bonds,  to  frame  the  laws  regulating  the 
finances  as  plainly  as  possible,  granting  to  him  no  more 
discretionary  power  than  was  absolutely  necessary.    Never- 

^  Jan.  17, 1863,  37  Cong.,  third  session,  No.  9. 
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theless,  in  the  clear  light  of  wliat  the  secretarj-  had  doue,  and 
realizing,  to  some  extent  at  leasts  the  greatness  of  his  blunders. 
Congress  passed  another  loon  bill,  which  conferred  larger 
authority  on  the  secretary  than  any  previous  measure. 

The  bill  was  approved  in  March,  1863/  and  authorized  a 
loan  of  $300,000,000  for  the  current  year,  and  S6(X\000,000 
for  the  succeeding  fiscal  year.  The  bonds  were  to  be  issued 
for  not  less  than  ten,  nor  for  more  tlian  forty  years,  payable 
in  coin,  and  the  interest  was  not  to  exceeil  ten  per  cent.  The 
second  section  of  the  Act  authorized  the  secretar>'  to  issue 
$400,000,000  of  treasury-notes,  payable  within  three  years, 
bearing  no  higher  interest  than  six  per  cent,  payable  in  cur- 
rency at  certain  periods.  They  might  "be  made  a  l^al 
tender  to  the  same  extent  as  United-States  notes  for  their  face 
value,  excluding  interest,"  if  the  secretary  should  think  advis- 
able. If  issued,  they  were  to  be  in  lieu  of  the  bonds  above 
mentioned.  By  the  third  section,  legal-tender  notes  similar  to 
those  first  authorized,  "  if  required  by  the  exigencies  of  the 
public  sen-ice  for  the  payment  of  the  army  and  navy,  and 
other  creditors  of  the  government,"  miglit  be  issued  to  the 
amount  of  8150,000,000.  The  restriction  pertaining  to  the 
sale  of  the  five-twenties  at  their  market  value  was  repealed. 
The  law  also  provided  that  "the  holders  of  United-States 
notes  issued  under  former  Acts  shall  present  the  same  for  the 
puq)ose  of  exchanging  them  for  bonds  as  therein  provided,  on 
or  before  the  1st  of  July,  1S63,  and  thereafter  the  right  to 
excliange  the  same  shall  cease  and  determine." 

In  order,  tlierefore,  to  expedite  the  conversion  of  the  notes 
into  bonds,  Congress,  on  the  recommendation  of  the  secretary 
of  the  treasury,  decided  to  depreciate  them  by  lestrictiiig  their 

*  Chap.  73. 
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use.  This  was  truly  extraordinan"  finaucing.  If  the  govern  • 
nient  had  wished  to  get  the  notes  to  redeem  them,  the  actioa 
of  Congress  would  have  been  rational,  but  as  the  notes  were 
to  be  paid  out  as  soon  as  received,  what  policy  could  have 
been  worse  and  shorter-sighted  than  that  of  depreciating  them, 
and  so  disabling  the  power  of  the  government  to  make  pur- 
chases? If  Mr.  Cliase  supposed  he  had  discovered  how  to 
smite  the  rock  and  turn  the  notes  into  the  treasury,  he  paid 
very  dearly  for  the  di.scovery  when  he  endeavored  to  use 
them  in  paying  creditors.  The  far  wiser  policy  would  have 
been  to  sell  the  bonds  for  whatever  purchasers  would  pay. 
In  truth,  the  policy  adopted  was  a  subterfuge  to  cover  up  the 
declining  faith  of  the  government. 

This  law  was  quite  unlike  the  bill  submitted  by  the  secre- 
tary of  the  trcasurj",  in  compliance  with  the  request  of  the 
Committee  of  Ways  and  Means  and  afterward  rejected  by 
them.  His  bill  clothed  him  with  extraordinary  power  to 
make  loans.  In  a  letter  accompanying  it  he  said,  that  "  under 
it  the  secretary  would  have  i>ower  to  borrow  money  in  any  of 
the  ordinarj'  forms,  or,  if  exigencies  re<iuiivd,  to  make  addi- 
tional issues  of  Uniteil-States  notes."  While  the  bill  reporte<l 
by  the  committee  was  in  the  lower  House,  Mr.  Hoo^xir  offered 
as  a  substitute  the  secretary's  bill,  somewhat  modified,  and 
embodying  ideas  derived  from  several  sources,  especially  from 
James  Gallatin  of  New  York,  and  Messrs.  Stevens  and  Spaul<l- 
ing  of  the  Ways  and  Means  Committee.  The  leading  feature 
in  his  bill  was  to  increase  the  authority  of  the  secretary'  to 
borrow  money.  By  it  he  was  authorizeil  to  lx)rrow  SOOO,- 
000,000,  and  issue  bonds  therefor,  or  three-years'  treasury- 
notes,  bearing  six  per  cent  or  less  interest,  and  which  w-ere  to 
be  a  1^1  tender  for  all  debts  exwpt  duties.     Mr.  Hoojxir 
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wr^nclG(l  that  if  the  bill  of  the  committee  were  adopted,  in 
•*•  \rliich  the  amount  of  treasury-notes  was  limited  to  $400,000,- 
•.;•.. '000,  the  secretary  liad  not  the  power  to  convert  them.  There 
was  danger  of  a  panic  or  a  run  on  the  treasury  at  some  time. 
Knowing  that  the  secretar}'  had  not  more  than  one-half  of  the 
amount  necessary  for  that  purix)se,  every  man  might  try  to 
reach  the  treasury  first  to  get  liLs  notes  converted.  He  con- 
tended that  the  bill  would  be  imperfect,  unless  containing  the 
ix)wer  to  issue  an  amount  of  legal-tender  notes  at  least  equal 
to  the  power  of  conversion  which  had  been  given  to  the  notes 
issued  on  time. 

Seveml  extraordinarj'  propositions  were  maintained  during 
the  debate,  among  which  may  be  mentioned,  first,  that  more 
legal-tender  notes  were  needed  to  transact  the  business  of  the 
countiy ;  and,  secondly,  that  the  preferable  policy  of  the  gov- 
ernment was  to  sell  its  bonds  at  jxir,  and  to  inflate  the  cur- 
rency, if  necessarv',  to  effect  this  end,  instead  of  selluig  them 
at  a  lower  rate  and  leaving  the  volume  of  currency  uncliauged. 
In  other  wonls,  if  the  currency  were  made  jKH^r  enough,  the 
receivers  would  exchange  it  for  lH)nds.  As  the  government 
a)uld  fon.'e  it  into  the  hands  of  cnxlitors,  tliey  would  certainly 
buy  lH>mls  with  it  if  these  were  the  best  things  that  could  be 
obtaimxl  in  exchange.  The  government  might,  indeed,  de- 
b«ise  its  currency  to  any  extent,  and  a)nij)el  creditors  to  take 
it ;  but  the  gt>veninient  could  not  easily  comjx^l  iieisons  to 
furnish  new  suppliis.  By  adopting  the  |K>licy  of  depreciating 
the  curn»ncy  in  onler  to  iuiluce  the  receivers  to  purchase 
Ik)U(Ls  nothing  was  mon*  certain  than  an  advance  on  the 
priw  of  whatever  they  sold  to  the  government  in  cider  to 
insure  themselves  agtiinst  loss  by  depreciation.  Congress 
entrusted  the  secretar}'  with  the  power  to  dispose  of  the 
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boutlfl  at  any  time,  on  sucii  terms  as  he  might  deem  most 
advisable. 

Havniig  been  entrusted  with  unusuaJ  authority  Jbr  borrow- 
ing money,  we  wiJl  proceed  to  show  how  he  cxercieed  it. 
When  the  goveroment  attempted  to  sell  the  seven-thirties  in 
the  summer  of  1861,  Jay  Cooke  rendered  himself  oouspicuous 
by  the  amount  of  subscriptions  he  Kccured,  which  waa  more 
thou  one-fifth  of  the  whole,  Hw  success  attracted  the  uttea- 
tion  of  Mr.  Chase,  who  now  employed  him  as  general  agent  to 
negotiate  the  bonds.  He  advertised  extensively,  and  employed 
snb-agents  in  all  the  chief  towns  and  cities  in  the  loyal  States. 
He  was  paid  a  coniraissiou  of  one-half  of  oue  ]»er  cent  on  the 
fii^  ten  millions,  aud  three-eiglitlis  of  one  per  cent  on  sub- 
scriptions beyond  that  amount  for  selling  them.  The  editors 
of  the  newspapers  and  others  were  enlisted  to  bring  the  advan- 
tage and  importance  of  tliis  loan  before  the  people,  Mr. 
Cooke's  success  was  great.  The  loan  became  very  popular, 
and  was  taken  by  all  classes  throughout  the  country.  By  the 
1st  of  July,  1863,  bouds  to  the  amount  of  $168,880,220  were 
taken ;  three  months  altemard  the  amount  had  swelled  to 
$278,511,500,  and  by  the  21st  of  January  following  the  whole 
sum  had  been  subscribed  at  par,  and  the  rush  was  so  great  at 
Ihc  end  that  nearly  $11,000,000  had  been  subscribed,  and  the 
Slim  paid  therefor,  before  notice  could  be  given  to  sub-agents 
that  the  whole  amount  authorized  had  been  taken.  Congress 
afterward  authorized  the  issuing  of  this  additional  amount. 
"This  successful  funding  of  five-tweuty  six-per-cent  bonds," 
Bays  Mr.  Spaulding.  "showed  ooncluai\'ely  that  it  was  not 
necessary  to  inflate  the  currency  any  further  in  order  to  raise 
the  means  to  satisfactorily  prosecute  the  war.  The  six-per- 
cent Iwnds  woukl  furnish  sullicieut  inducement  for  people  to 
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take  tliom  at  tlie  nit4i  of  from  il/)(H),(XH)  to  $2,000,000  a  day, 
wliicli  wanalMmt  tlit*  amount  rei{uire(l  to  i)ay  the  daily  expenses 
of  the  government.  It  lotjkod  as  if  the  limit  of  paper-money 
L^x|NinHion  luul  l)een  rcaehed;  that  the  greenback  currency 
W(»uld  not  further  depreciate  below  the  standard  of  gold;  and 
that  the  pritKi  of  commodities  would  not  continue  to  advance." 
The  Hood-tide  prolmbly  would  have  risen  no  higher  had  not 
a  veiy  extnu»nlinary  finance  minister,  csjwcially  for  such  a  time 
in  our  history,  l)oen  at  the  head  of  the  treasury  dejmrtmcnt. 

When  the  hu^t  of  thtve  Inmds  were  sold  in  1864,  the  sec- 
retary ouglit  to  have  put  the  ten-forties  on  the  market  and 
otleriHl  the  same  rate  of  interest.  If  he  had,  thev  would  have 
Ihh'u  wigtTly  taken,  for  they  ran  ten  yejirs  instead  of  five 
U^fore  the  goveniment  *\)uld  nnliHjm  them,  and  wen*  therefore 
a  U^tter  Ixmd  for  the  |H.i>ple  to  buy.  IIiul  he  done  so,  all  tlie 
monev  netxiiHl  would  have  Uvn  t^asilv  obtainoil.  Insto:Kl  of 
pursuiuiT  this  obvious  jK»liov,  Stvretary  C1wsi\  without  takinjr 
ailviiv,  and  ixmtnirj'  ti>  tho  v>piuion  of  the  wir<»<t  min  of  the 
time,  Ivldly  determim\l  to  try  :m  exfieriment,  Tlu^Uirh  he 
luiil  now  Uva  at  the  haul  of  the  tr\^sun-  dejitinmeut  mort* 
than  two  voais,  he  had  leanuxl  bur  lltt!t\  asKl  was  uis:  ;i5 
uiiwilUus;  iis  evvr  to  listen  to  an  adviser.  He  had  not  vet 
found  out  that  iu  tiitx-s  or'  i:i\rtt  publie  trial,  Sua:K'i:iI  exiyri- 
m^'iits,  as  tiir  as  j\v^ib.U\  -.-Li^ht  to  Iv  v':ir\'tlil!y  ;ivoi:.1^h{. 
IHiriui:  tho  N\ar  vrc'  :lu'  K^'vol iicioii.  thv.*  Utivk'rs  w^-rv  L»bLi:rjd  to 
r^'-^Tt  to  t'v^rTv  vwvkv  to  ndse  '^owev,  but  wht^u  th^v  toacd  a 
i:'.'i.vi  WAV  vr  m:si.v^  >*.'/jnv-  rhnv  did  not  r.vlbhiy  ab«ii».ioQ 
i'  'vr  Luvth-^r.  v.V.!:»i^*«I  i-s  :i!wivs  sbv,  c^:v»er  tu^.^re  so  than 
^*  '■.■::  '.hii'^^s  are  avsectl^Al.  snd  Mr.  Chase  ousrfic  mx  to  havi? 

%;chcfr  '•v<irr?e  \v\'j>.'    .»r\:tt  &.'  hixsi,     H<f  nov  pwpjwd  to  do  a 
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brilliant  thing,  though  warned  not  to  attempt  it.  He  de- 
termined that  the  ten-forty  bonds  sliould  be  issued,  bearing 
five  per  cent  interest.  What  was  the  consequence?  Bond- 
buying  suddenly  stopped.  Nobody  wanted  them  at  that 
price.  Only  $73,337,750  were  taken  between  the  21  st  of 
January,  1864,  and  the  1st  of  July  following,  when  the  sec- 
retary retired  from  his  management  of  the  treasury.  This 
amount  was  taken  mostly  by  banks,  as  a  foundation  for  the 
national  banks  which  were  now  organizing.  After  trying 
the  market  for  a  short  time,  and  discovering  his  mistake,  the 
secretary  ought  to  have  acknowleilged  it,  raised  the  rate  of 
interest,  and  sales  would  have  been  revived.  Mr.  Chase, 
unwilling  to  acknowledge  his  mistake,  resorted  to  an  exceed- 
ingly costly  device  to  cover  his  great  blunder.  Tliis  device 
consisted  in  diluting  the  currency  to  such  a  degree  that  the 
people  would  take  the  bonds.  Undoubtedly,  if  a  doctor  has  a 
patient  who  at  first  is  not  sick  enough  to  take  medicine  because 
the  taste  is  disagreeable,  he  can  be  made  sufficiently  sick  to 
take  the  most  distastefiil  medicine  just  as  quickly  as  he  would 
the  nectar  of  the  gods.  Secretary  Chase  proix)se<l  to  dose  the 
people  with  legal-tender  notes  until  they  would  readily  take 
his  ten-forty  bonds  at  five  per  cent  interest.  None  are  so 
bold  on  such  occasions  as  those  who  have  no  compn^heusion 
of  the  probable  or  inevitable  consec[Ucuces  of  their  action.  His 
daring  was  that  of  a  child  who  moves  in  joyous  ignorance 
amid  great  peril. 

Accordingly,  the  policy  of  further  inflation  was  lx>gun. 
That  we  have  not  in  the  least  misintei'preted  Secretary  Chase's 
intention  is  clearly  shown  by  the  following  extract  from  a 
letter,  written  by  Mr.  Spaulding  on  the  11th  of  April, 
1864|  to  a  banking  house   in  New  York :    "  It  has   been 
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supposed  that  by  this  policy  of  inflation  a  five-per-oent  ten- 
forty  bond  might  be  floated  nominally  at  par.  Funding  the 
present  excessive  floating  debt  at  five  per  cent  interest  is  better 
than  not  to  be  funded  at  all,  and  I  hope  that  the  bonds  now 
offered  at  five  per  cent  may  be  taken  up  rapidly,  and  that  the 
evils  of  the  present  inflation  may  be  removed ;  but  I  fear  the 
conversions  will  not  be  rapid  enough  at  this  rate  of  interest. 
The  bonds  do  not  seem  to  be  readily  taken  as  yet  by  the 
people.  It  required  the  printing  and  paying  out  of  $400,- 
000,000  of  greenbacks  before  the  five-twenty  six-per-cent 
bonds  could  be  floated  easily  at  par,  and  it  will  probably 
require  the  circulating  paper  issues  of  the  government,  now 
amounting  to  about  $625,000,000,  to  be  increased  to  $650,- 
000,000  or  $700,000,000  before  the  people  will  be  induced  to 
take  five-per-cent  bonds,  in  order  to  get  rid  of  the  surplus 
circulation  that  may  accumulate  in  their  hands,  that  cannot  be 
more  profitably  invested  in  other  modes." 

This  mode  of  capturing  investors  by  debasing  the  currency, 
though  delusive,  was  shared  by  many  persons.  Mr.  Spauld- 
ing  seems  to  have  been  pretty  badly  infected  with  it,  and 
even  Mr.  Chase's  successor  in  the  treasury  department  did 
not  wholly  escape.  If  a  person  is  acquiring  wealth,  various 
considerations  enter  his  mind  concerning  it.  If  he  is  getting 
houses,  lands,  and  the  like,  he  may  ask  himself  shall  they  be 
permanently  retained  or  exchanged  for  other  wealth"?  Mr. 
Chase  and  Mr.  Spaulding,  and  others  seemed  to  think  that  if 
money  were  made  plentiful,  the  possessors  would  exchange  it 
for  government-bonds.  Such  a  conversion  was  not  sure  to 
follow.  They  would  unquestionably  exchange  it  for  other 
kinds  of  wealth;  and  this  was  done.  A  great  variety  of 
exchanges  were  made.     Persons  indulged  in  wonderful  extra- 
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vaganoe  in  dress,  in  living,  in  houses ;  tliey  enlarged  their 
factories;  they  did  a  thousand  things  with  their  money. 
Some  of  them  bought  government-bonds,  but  the  purchases 
or  investments  of  this  nature,  even  when  largest,  were  very 
small  compared  with  the  purchases  of  other  things,  and  of 
which  the  i)eople  might  liave  deprived  themselves  had  they 
chosen  and  wished  to  invest  in  the  government  securities. 
The  issue  of  paper  money  led  many  to  distrust  the  govern- 
ment and  to  hesitate  in  buying  its  bonds.  If  there  had  been 
nothing  beside  public  securities  for  them  to  purchase,  then 
the  bonds  would  have  been  sold;  the  owners  of  wealth, 
however,  could  do  numberless  things  with  their  accumu- 
lations. And  in  truth  they  did.  The  theory  of  watering 
the  circulation  in  order  to  quicken  investments  in  bonds  was 
a  fiJIacy  of  the  gravest  magnitude,  but  one,  unfortunately, 
which  many  persons  cherished.  The  wider  the  departure  of 
the  government  from  sound  principles  in  issuing  money,  the 
greater  was  the  distrust  of  thinking  men,  including  a  very 
large  class  of  investors,  and  tlie  less  inclined  were  they  to 
buy  government  obligations.  They  preferred  to  speculate,  to 
buy  railroad-bonds  and  stocks,  real  estate,  mortirages,  to  build 
houses,  factories,  and  the  like. 

If  the  secretary  had  continued  to  offer  the  six-per-cent 
bonds  for  sale,  the  tendency  of  this  policy  would  have  been 
to  repress  inflation,  prevent  speculation  in  stocks,  gold,  and 
other  commodities,  and  by  thus  holding  a  steady  money 
market,  to  encourage  productive  industr}-  and  other  legiti- 
mate pursuits.  On  the  other  liand,  by  exercising  the  jK)wer 
conferred  to  issue  a  large  amount  of  leg:il-tender  and  treasury- 
notes,  the  currencj'  could  not  escape  deterioration  to  such  an 
extent  as  to  embarrass  legitimate  business,  to  increase  the 
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price  of  labor,  the  cost  of  living,  transportation,  and  the  raw 
materials  used  in  buUding,  manufacturing,  and  other  industrial 
operations. 

Very  different,  therefore,  were  the  effects  flowing  from  the 
two  policies.  Secretary  Chase  chose  tlie  latter.  He  sinned 
against  the  light.  The  consequences  were  those  which  had 
been  prophesied.  Said  Mr.  Spaulding,  in  a  letter  written  in 
April,  1864,  "  It  seems  to  me  that  the  policy  of  the  treasury 
department  for  the  last  three  months  has  been  that  of  infla- 
tion, and  over-issues  of  a  paper  circulating  medium.  It  has, 
by  such  a  policy,  unintentionally  stimulated  and  encouraged 
speculations  in  gold,  stocks,  and  other  things,  rather  than  to 
encourage  industry,  the  production  of  commodities,  and  other 
legitimate  business.  Under  this  policy,  gold  has  advanced 
twenty  per  cent,  and  the  price  of  labor  and  commodities  con- 
tinues to  increase  to  such  an  extent  as  to-  render  it  very 
embarrassing  for  business  men  to  carry  on  their  ordinary 
pursuits.  I  know  very  well  that  these  evils  cannot  be  fully 
guarded  against  during  the  prosecution  of  such  a  gigantic  war, 
and  the  large  amount  of  paper  necessarily  issued  by  the 
government ;  but  it  is  the  duty  of  the  government  that  these 
evils  should  be  mitigated  and  rendered  as  light  as  possible." 

Secretary  Chase,  therefore,  proposed  to  float  his  bonds  at  a 
fearful  cost  to  the  country,  evidently  supposing  that  it  was 
better  for  him  to  do  this  than  to  acknowledge  his  mistake  and 
seek  to  repair  it.  He  cannot  be  excused  for  this  awful 
blunder  on  the  ground  of  blindness.  He  must  have  seen 
what  he  was  doing,  and  traced  the  demoralization  around  him 
to  its  rightful  sources.  Others  saw ;  we  do  not  believe  that 
he  alone  could  not  see. 

The  one  per  cent  which  he  proposed  to  save  would  have 
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been  on  the  whole  amount  of  bonJs  89,000,000  a  year,  and 
for  tlie  ten  yeare  before  they  could  be  redeemeil,  §90,000,000. 
Thi^  was  a  large  sum,  and  worth  saviug,  if  it  could  l>e  done 
without  jeopardiziug  the  credit  of  the  govtrunient.  But  the 
experimeut  was  ton  haz;inl<jus  ti>  try  at  such  a  time.  "When 
Ihe  secretary  found  out  Umt  Uie  jHiople  did  oot  lilte  five-per^ 
Litnt  Interest -bear!  Dg  bouds,  Le  chould  have  ad\'aiic€d  the  rote 
ftt  ouce,  iu^teod  of  issuing  Iq^al-teuder  notes,  aud  thus  adding 
to  the  fires  of  sj^eculaliou  and  deniomlization  which  liad  been 
kindled  by  the  excessive  it^ues  of  paper  money.  As  soon  as 
Senator  Fesscuden  succeeded  Mr.  Chaj§e,  the  1st  of  July, 
1864,  he  withdrew  tlie  loan  and  issued  new  bonds,  bearing  six 
per  cent  interest. 

The  abrogation  of  the  right  to  exdiange  tlie  legal-tender 
iiote^  for  lH>nds,  by  tlie  law  authorizing  the  uine  hundred 
million  loan,  was  r^rded  by  many  as  a  breach  of  public 
faith.  "  It  \vns  clearly  so,"  remarked  Seuator  Sherman,  aev- 
ural  years  afterward,  "  onleas  we  regard  it  aa  simply  a  limita- 
tion of  the  time  within  which  the  right  to  convert  should  Ijc 
exercised." ' 

So  long  as  the  government  was  borrowing  money  by  issuing 
bonds,  no  rights  of  exchange  were  Impaired,  and  no  public 
iojury  was  sustained  in  cuusequeuce  of  changing  the  law,  be- 
cause, if  the  people  wanted  bonds,  they  could  at  any  time  get 
them.  The  provision  was  unimportant  until  after  the  gov- 
ernment ceased  to  borrow,  when  exchanges  could  no  longer 
be  (Reeled.     Secretary  Chase  did  not  look  forward  to  that 


'  8pe«clies,  p.  245.  "  II  was  ioserl^  in  the  Senate  with  grarc  doubls, 
■ni3  the  error  wm,  ihm  U  wm  not  ati  framed  as  to  be  a  mere  teniponiry 
MMpension  of  it  riglit,  anil  not  a  [lermanetil  deninl ;  n  ntnr  law,  aud  not  au 
abwlnte  rcpadiatioo  under  preien**  of  a  short  act  of  limitaiion." 
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time.  He  was  tlnnking  of  the  present,  how  to  raise  money  in 
the  easiest  way  to  carry  on  the  war.  If  the  provision  had 
not  been  repealed,  after  the  war  closed,  it  would  have  been 
most  effective  in  restoring  a  sound  money  standard  to  the 
country. 

"If  the  right  to  fund  the  greenbacks  into  the  six-per-cent 
gold-bonds  had  not  been  abrogated,  no  financier  or  practical 
business  man,  whose  opinion  is  worth  quoting,  can  doubt  that 
we  would  have  gone  to  specie  payment  within  two  or  three 
years  after  the  close  of  the  war,  in  spite  of  ourselves.  The 
individual  indebtedness  at  the  close  of  the  war,  in  1865,  was 
small.  Every  one  was  comparatively  free  from  debt.  The 
six-per-cent  gold-bonds  were  sought  for  as  an  investment. 
They  soon  appreciated  to  par  in  gold,  and  if  the  right  to  fund 
had  been  continued,  the  greenback  currency  would  have 
appreciated  to  par  in  gold,  along  with  bonds.  The  legal- 
tender  Act  would  have  served  its  purpose  as  a  war  measure, 
and  we  would  have  returned  to  the  specie  standard,  \\ithout 
material  detriment  to  the  legitimate  business  of  the  country." 

The  cost  of  repealing  this  provision,  therefore,  is  measured 
by  what  the  country  suffered  during  the  period  between  the 
resumption  of  specie  payments,  in  1879,  and  when  they  would 
have  been  resumed,  had  the  law  been  left  to  operate.  Con- 
gress had  legislated  far  more  wisely  than  they  knew,  and  pre- 
pared a  way  for  the  people  to  resume  themselves  without 
legislative  action.  No  measure  for  resuming  specie  payments 
possessing  higher  merit  was  ever  devised.  In  a  thoughtless 
hour  it  was  repealed.  Congress,  though,  when  doing  this,  did 
not  realize  the  potency  of  the  measure  for  restoring  the  specie 
standard  of  payment.  All  were  thinking  of  the  anxious 
present)  and  leaving  the  fiiture  for  others.    No  one  sappoeed 
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that  the  suspension  of  specie  payments  would  continue  long 
after  the  war  was  over,  and  if  Congress  had  possessed  enough 
prescience  to  see  how  effectively  this  law  could  be  used  to  re- 
store tliem,  doubtless  it  would  have  been  retained,  notwith- 
standing the  present  evils  caused  by  it.  In  that  event,  the 
people  would  have  worked  out  their  own  financial  salvation  in 
a  short  time,  and  those  terrible  years  of  speculation,  unprofit- 
able enterprise,  unparalleled  extravagance  in  living,  general 
abuse  of  ci'edit,  idleness  and  widespread  demoralization,  would 
have  been  imknown.  Many  of  the  horrors  of  war  would 
have  fiuled  quickly  on  the  return  of  the  sunlight  of  prosperity. 
It  was  mucli  easier  for  Mr.  Chase  to  dilute  the  currency  than 
for  his  successors  to  restore  it  to  its  original  condition.  In  a 
few  months  the  secretary  had  accomplished  his  purpose,  but 
fifteen  years  were  s^jcnt  in  making  the  currency  buoyant 
enough  to  float  among  the  si>eeie-iLsing  nations  of  the  world. 
Another  evil  flowing  from  the  secretar^'^s  abortive  effort  to 
issue  five-jxjr-cent  bonds,  was  the  changing  of  the  standard  of 
value  for  measuring  the  legal-tender  notes,  and  thereby  un- 
settling prices,  and  paving  the  way  for  all  the  evil  conseiiuences 
which  followed.  When  the  legal-tender  notes  were  first 
issued,  they  were  not  merely  an  irredeemable  kind  of  paper 
money.  They  could  lie  redeemed  in  bonds  bearing  six  j)er 
cent  interest;  payable  in  coin  within  a  given  period.  There 
was,  therefore,  a  fixed  standard  and  measure  of  value  for  the 
redemption  of  the  legal-tender  notes.  Every  person  who  re- 
ceived them,  voluntarily  or  otherwise,  knew  what  he  could  do 
with  them.  He  could  get  government-bonds  in  exchange. 
The  redemption  of  the  notes  was  not  on  demand,  as  formerly, 
but  aft;er  five  years,  and  within  twenty,  and  in  the  meantime 
the  holder  received  six  j>er  cent  interest,  payable  in  coin. 
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This  was  the  standard  of  value  fixed  by  the  law.  It  was,  in 
effect,  a  forced  loan  from  the  people  to  the  government,  but  at 
a  fair  rate  of  interest.  When  the  law  of  March,  1863,  was 
enacted,  giving  the  secretary  of  the  treasury  power  to  issue 
lx>nds,  bearing  any  rate  of  interest  he  thought  expedient,  no 
longer  did  any  standard  of  value  exist  fixed  by  the  law.  It 
rested  with  him  to  say  from  time  to  time  what  the  rate  of 
interest  should  be,  and  to  issue  and  re-issue  notes  redeemable 
in  them.  Under  such  a  system  it  was  impossible  for  any  man 
to  regulate  his  contracts  or  business,  with  much  certainty  of 
the  future,  for  no  person  when  he  took  a  legal-tender  note 
could  fix  in  his  mind  its  real  value.  When  the  rate  of 
interest  was  left  to  the  discretion  of  the  secretary,  the  value  of 
the  le<Kil-tender  notes  was  rendered  vet  more  uncertain,  and 
this  uncertainty  was  further  increased  when  exchangeability 
into  bonds  at  the  will  of  the  holder  was  removed. 

When  the  monetary  supply  from  the  sale  of  bonds  was 
deficient,  Mr.  Chase  filled  the  gap,  as  much  as  possible,  by 
issuing  certificates  of  indebtedness,  and  also  varioas  kinds  of 
treiisnrv-notcs  which  had  been  authorized  bv  the  Act  of 
Maivh  M,  18()3.  On  the  31st  of  August,^  the  pay  of  the 
tri»ops  was  duo,  and  the  secretary  wrote  to  Mr.  Cisco,^  the 
a^isistant  trciisurcr  at  New  York,  "  The  i>ay  of  the  army  for 
the  (»um»nt  six  months  ^nll  require  an  addition  to  the  ordi- 
nary- nx-vipts  for  bonds  of  about  $25,000,000,  and  must  be 
jirovidixl  for  innnaliately.  The  best  method  of  doing,  so  as 
to  gmird  against  all  contingencies,  is  to  obtain  subscriptions 
iK>m  the  banks  and  bankers  for  $50,000,000  of  treasury- 
notes,  by  which  name,  as  you  know,  legal-tender  interest- 
bearing  notes  are  described  in  the  Acts  of  Congrees." 

US6S.  *See  18  Bank.  Mag.,  p.  325. 
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The  banks  made  the  loan  desired,  and  the  troops  were  paid. 
When  receiving  the  money  the  secretary  wrote  to  Mr.  Cisco : 
"  I  hope  not  to  make  any  additional  Issues  this  year  at  all." 
On  the  22d  of  December,  however,  the  secretary  offered  $35^- 
000,000  more  through  Jay  Cooke  &  Co.  The  banks  did  not 
get  their  notes  until  the  middle  of  January.  Half-yearly 
coupons  were  attached  to  them  at  the  recjucst  of  the  banks^ 
and  those  for  December  entitled  the  holders  to  two  months' 
interest.  The  notes  were  issued  originally  as  a  legal  tender 
for  their  face  value  mthout  the  interest.  The  object  of  the 
secretary  was  to  prevent  them  from  circulating.  In  the  bill 
sent  to  the  House  the  distinction  Ixjtween  the  legal-tender 
nature  of  the  principal  and  interest  was  made,  in  order  to  com- 
pel the  holder  to  keep  the  notes  until  they  matured  or  lose 
the  interest.  When  the  banks  rcxxiivod  them,  in  dischai^ 
of  their  loan  of  $50,000,000,  the  rates  of  money  in  tlie  open 
market  had  advanced,  in  conse(|uence  of  the  operations  of  the 
treasurj',  to  eight  or  nine  j)er  cent.  The  banks  therefore  pro- 
ceeded to  cut  off  the  coupons,  and  hold  them  for  redemption 
and  part  with  the  notes. 

To  remedy  this  blunder,  the  secretary  ordered  the  coupons 
to  be  cut  off  by  a  government  officer.  This  was  a  jmrely 
arbitrary  proceeding,  and  though  the  l>anks  submitted,  the 
circulation  of  the  notes  was  not  stopi)ed,  for  they  were  worth 
tluree  or  four  per  cent  more  to  use  as  currency  tlian  to  hold  as 
an  investment. 

When  the  difficulty  of  cutting  off  the  June  coupons  by  a 
government  officer  became  apparent,  and  the  requirement  was 
80  fiu*  changed  that  this  could  be  done  in  the  presence  of  a 
national  bank  officer,  tlie  banks  could  collect  tlieni  after 
making  oath  of  their  ownership  of  the  notes  to  which  the 
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coupons  were  attached.  As  soon  as  they  were  cut  off,  the 
banks  sought  to  employ  the  notes  as  currency.^  By  the  end 
of  that  month  Mr.  Chase  had  issued  $44,520,000  of  five- 
per-cent  one-year  treasury-notes,  ?1 08,951,450  of  five-per- 
cent two-years'  notes,  and  $15,000,000  of  six-per-cent  com- 
pound-interest notes.^  The  money  obtained  from  these 
sources,  together  with  the  issue  of  more  certificates  of  indebt- 
edness, which  at  that  date  amounted  to  $160,729,000,  and 
more  certificates  of  deposit,  and  the  money  received  from  taxes, 
enabled  him  to  meet  the  obligations  of  the  government.  The 
banks  had  purchased  a  considerable  quantity  of  bonds,  most 
of  which  were  issued  under  a  law  passed  in  March,  1864,* 
authorizing  the  secretary  to  make  a  loan  of  $200,000,000  for 
that  fiscal  year,  in  lieu  of  the  same  amount  of  the  pre\'ious 
loan,  and  to  issue  bonds  redeemable  after  five  and  \vithin  forty 
years,  at  the  pleasure  of  the  government.  The  interest  was 
not  to  exceed  six  jKjr  cent,  and  to  be  paid,  as  well  as  the  prin- 
cipal, in  coin.  The  banks  subscribed  for  their  bonds  under 
this  Act.     They  bore,  however,  only  five  per  cent  interest. 

^60  Hunt's  Mer.  Ma^^  p.  455.  *  See  page  124. 

'38  Cong.,  firKt  session,  chap.  17. 
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CHAPTER  VIL 

AD>nNISTRATION  OF  THE  TREASURY. 
JULY,  1864— SEPTEMBER,  1865. 

Mr.  Chase  retinxi  from  the  treasury  department  on  the 
last  day  of  the  fiscal  year  1864.  His  retirement  was  first 
known  by  the  Senate  when  President  Lincoln  sent  in  the 
name  of  David  Todd,  of  Ohio,  for  secretary  of  the  treasury. 
Gov.  Todd  declined  the  appointment,  and  William  P.  Fessen- 
den,  United  States  senator  from  Maine,  succeeded  to  the 
office.^ 

Mr.  Chase  had  served  his  country  at  a  trying'time.  That 
he  was  ignorant  of  finance  when  he  accepted  office  was  no 
fault :  but  his  unwillini^ness  to  learn  cannot  l>e  excused.  It 
has  been  said  that  if  he  had  listened  to  those  who  manifested 
even  more  than  an  apostolic  readiness  to  exhort  and  rebuke, 
he  would  have  been  overrun  with  self-appointed  teachers,  yet 
he  might  have  safely  asked  counsel  of  a  few  and  turned  a 
deaf  ear  to  others.  The  bankers  in  New  York  and  other 
places  were  not  less  deeply  moved  than  Mr.  Chase  by  the 
events  around  them,  nor  less  desirous  of  aiding  the  cause  of 
the  Union.  Among  these  he  could  have  found  some  who 
would  have  kept  him  from  making  mistakes  and  saved  his 
ooontry  from  their  consequences.  Mr.  Chase  was  too  self- 
oontainedy  and  lacked  somewhat  of  that  keen  sense  of  the 

'  Ho  was  appointed  July  1. 


'    »     •  N  cN.'.v      iMr'Kv   .":••  rsiE  uxited  states,    [isci. 

•, .,   V     :    .      .'ii..--.:  :\  w-.i:.,-h  IjUvls  the  executor  to  reganl 

.    ...-.     .^.*    *  ..  ■  ^  -.i.i:i  ;u:'.i:<It'     Mr.  Chase  never  lost  his 

^..vi,.:..  .^     .  u!  .i  >vT':l:^^  zoal  and  disinterestedness  for 

.   »,  V   ^•^v..     '-'•.•.o>  .v'v^v  :unK\l  to  personal  use;  he  could 

.,,...•    ;^ ..  ^;i:t»Iy  as  :»  pieiv  of  a  great  machine  for 

.  .  .,     .^  *   .ii^i.A-  ^uJ.     Kivm  the  outset,  if  ahvajs  sin- 

^     s>.  ^  ..N    .  '.ivij:**:'.:^  iho  public  interests,  his  eye  was 

.^        .i    ;.vir'>  oa  his  own  advancement. 

\^     ..•'..<    i  .!   Ml  ;uvv  iho  i»iK^nncss  of  mind  characteristic 

»  >.    .:...!.     Hv-  slid  uv»[  live  bv  ideas  like  Rhnund  Burke. 

V        x      :.i.    i  ':»'\v   tii'.ouiii  i»r  gi»ld  had  accumulated  in  the 

1,  V.  -..    .{.  ^lyi   Fnuu*is<H>,  and  the  question  was  a'^ked 

,.  .  ..    .),.,;  ,:    \'  vI«.»:k'  wirh    it.     An  official  in  the  treasurj' 

. . ,; »•;».'•..>!.  "  Ship  it  to  Limdon  and  draw  against  it." 

>,     V  •!..  V    '  .I:..i\\l  ihr  n^ply.     Yet  not  long  afterward  the 

\.,s\  .1  ,r'!K\ii\\l  tVom  Siin  Francisco,  and  when  inquiry 

..\    .s'.'vvrniMi:  ii>  usc\  what  was  learned?     The  secre- 

.  .    ^  iJ   •■•\il\  y:ivou  onlei's  to  send  the  gold  to  London  and 

»i.    uL^piiny:  tlu'  jilan  he  had  ridiculed,  but  without 

^      X*    x*.'/v<  lii''  terror  t*>  the  jwrson  who  proposed  it.*     Xor 

\v\'i»i  on  viTV  few  occasions,  acknowlalge  his  mis- 

l".,v^x«  who  walk    in  the  paths  of  humility  are  not 

■%v'        V  i;it'at  man  does  not  hesitate  to  acknowledge  his 

v^^..  il'i  \w  \>  i-onscuous  of  the  s(H?urity  of  his  j)<)sition. 

*       x:  "  J  iM  fmiuuv,  un^nlHng  to  learn,  and,  when  going 

,     ,»\    jsf.i-^ung  in  his  course,  Mr.  Chase's  failure Avas  ine\nt- 

\\  »•  uvidilv  admit  that  his  task  was  tremendous.  He  in- 
.  uaA\*  '  .Si»ugh,  a  thousand-fold,  by  repelliuir  the  confidence 
vo  «''.vjv  who  we IV  eager  to  support  him,  and  by  persisting  in 

*  See  Ann.  Tn-is.  Keiwrt,  1864. 
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a  polity  at  the  opening  of  the  war  which  he  was  told  in  plain- 
est language  would  be  suicidal..  The  suspension  of  specie 
payments  might  have  Ixjen  necessary  before  the  war  ended. 
Had  Mr.  Chase,  though,  adopted  the  advice  of  the  banks,  they 
could  and  would  have  largely  supplied  him  with  the  neces- 
sary funds,  and  the  amount  of  paper  money  issued  toward  the 
close,  if  at  all,  would  not  have  been  enough  to  cause  tliat  Avild 
revolution  in  prices  which  followed  the  early  suspension  of 
specie  payments,  with  all  the  accompanying  evils  of  enlarging 
the  public  debt  and  the  burdens  of  subsequent  debtors.  These 
and  other  conscfquenccs  we  must  largely  ascribe  to  the  unwis- 
dom and  jK4*\"ersity  of  Mr.  Chase.  The  blunders  of  no 
administrator  of  the  treasury  department  were  ever  so  costly, 
or  so  patiently  1x)rue. 

Tliat  he  had  an  ambition  to  succeed  Mr.  Lincoln  was  in  no 
wis?  disorcilitable.  In  acting,  he  moved  in  the  trying  light 
of  tliis  ambition,  and  his  conduct  was  not  altogether  blameless. 
All  dejxinded  on  the  ideal  witliin,  and  the  kind  of  iHipularity 
and  support  he  souglit  to  gain.  Pericles  commendal  himself 
to  the  best  citizens  of  Athens,  and  so  far  as  Mr.  Cliase  inn'tated 
the  accomplished  Athenian's  example,  no  praise  can  l>e  too  great. 
That  he  truly  meant  to  do  ri;j:ht,  and  ser\'e  his  country  well, 
we  have  not  the  slightest  doubt ;  that  his  consuming  passion 
to  become  president  lal  him  to  pursue  a  policy  whicli  was 
alwaj'TS  consistent  with  the  public  good  may  l)e  doubted,  if  our 
account  of  his  official  career  be  corRx*t.  To  what  extent  his 
administration  was  mifavorably  affected  by  the  presidential 
fever,  which  raged  within  him  to  the  end  of  liis  days,  ctmnot  be 
determined.  It  has  been  said  that  one  reason  why  he  so  per- 
sistently advocated  the  establishing  of  the  national  banking 
aystem  was  because  he  believed  the  people  would  think  more 
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fre(|uently  and  favorably  of  liiin  as  a  presidential  candidate. 
Statements  and  inferences  of  this  nature  can  be  more  easily 
made  than  proved,  and  we  would  not  condemn  him  too 
severely,  for  his  faults  are  the  inheritance  of  the  race;  we 
may  mourn  because  saints  and  angels  do  not  live  amongst  us, 
yet  we  must  not  censure  all  the  less  lovely  spirits  who  are 
dwelling  on  the  earth  and  occupying  high  places.  Mr.  Cliase 
had  no  more  ambition  than  millions  of  others,  and  if  he  was 
washed  ujwn  the  rocks  in  trying  to  grasp  the  prize,  his  fate 
was  like  many  l)efore  him,  and  perhaps  a  countless  throng 
who  are  to  follow.  If  the  evil  consequences  to  his  country 
from  his  untoward  course  were  tremendous,  let  as  remember 
this  was  because  of  the  time  in  which  he  hapi)ened  to  serve, 
and  that  others  who  have  filled  the  treasury  office  in  a  less 
eventful  time  might,  if  serving  when  he  did,  liave  blundered 
far  worse  than  himself 

Mr.  Chase  would  have  Ixjen  obliged  to  retire  from  the 
treasury  dei>artment  sooner  had  not  the  President  feared 
worse  consecpiences  from  a  change.  Napoleon's  regard  for 
scientific  men  led  him  to  put  Laplace  at  the  head  of  the  finan- 
cial department  of  France ;  but  as  soon  as  the  emperor  learned 
that  one  might  excel  his  con  tern  i^raries  in  matiiematia^  and  as- 
tronomy, and  yet  know  nothing  about  finance,  he  displaced  the 
astn)nomic«l  financier  with  another  who  turneil  his  eyes  less 
fre(]uently  towanl  the  heavens.  Mr.  Lincoln  moved  more 
slowly,  delaying  to  make  the  change  until  long  after  the  gen- 
eral confidence  in  Mr.  Chase's  abilit}*  to  manage  the  finances 
successfully  had  given  way. 

Fessenden,  Avho  succeeded  Mr.  Cliase,  was  of  a  difierent 
1}TX?.  He  had  ser\'ed  efficiently  as  a  member  of  the  Finance 
Committee  of  the  Senate,  wus  familiar  with  the  subsequent 
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financial  operations  of  the  government,  and  had  the  complete 
confidence  of  all.  Of  the  purest  private  character,  devoted  to 
his  countrj*^,  not  over<'oufident  in  his  abilities,  and  desirous 
of  knowing  more,  a  better  choice  probably  could  not  have 
been  made.  He  accepted  the  office  reluctantly,  and,  though 
serving  as  secretary  only  eight  montlis,  rescued  the  treasury 
department  from  the  grave  disorder  into  which  his  predecessor 
had  plunged  it. 

When  he  began  his  administration  on  the  1st  of  July,  he 
found,  so  he  said  afterward,  "  his  condition  peculiarly  embar- 
rassing." The  cash  balance  in  the  treasury  was  $18,842,558, 
and  the  unpaid  recjuisitions  were  $71,814,000.  The  amount 
of  certificates  of  indebtedness  outstanding  was  $161,796,000. 
The  daily  expenditures  exceeded  two  millions  and  a  quarter. 
The  larger  p*)rtion  of  unpaid  requisitions  was  for  pay  to  the 
armv,  which  would  Ije  increa.se<l  over  fifty  millions  on  the  1st 
of  September.  How  were  these  obligations,  beside  others 
accruing  daily,  to  be  met  ?  From  customs  he  could  ex|:)ect 
no  substantial  aid,  for  all  the  revenue  amiing  from  that  source 
would  be  nce<led  to  pay  interest  on  the  bonds  that  had  been, 
or  soon  would  be,  issued.  The  amount  of  internal  revenue, 
however,  had  Iwen  steadily  increasing  from  month  to  month, 
reaching  nearly  §15,000,000  for  June.  The  secretary  confi- 
dently hoped  for  a  daily  average  of  tlireeKjuarters  of  a  million 
from  this  source  during  the  succeeding  months.  "  But  this 
hope,  if  realized,  would  still  leave  him  with  a  very  large  defi- 
ciency, to  meet  which,  in  part,  he  might  issue  certificates  of 
indebtedness  to  public  creditors.  It  was  desirable,  however, 
to  avoid,  could  other  means  be  foimd,  increasing  the  amount 
of  these  securities."  He  could  have  recourse  to  the  power 
conferred  by  an  Act  passed  on  the  last  day  of  the  former  fiscal 
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year.*  That  Act  aiitliorizecl  a  loan  of  ?400,000,000,  for  which 
boncls  anikl  be  ijNSiiecl,  redeemable  after  five  or  Avithiu  thirty 
or  forty  years,  as  the  secretary  might  determine.  They  were 
to  bear  six  per  cent  interest,  payable  in  coin.  He  could  issue, 
however,  in  lieu  of  half  this  amount  of  bonds,  $200,000,000 
in  treasuiy-notes,  of  any  denomination  not  less  than  §10,  pay- 
able at  any  time  not  exceeding  three  years,  or,  if  thought  more 
exj)edient,  redeemable  at  any  time  after  three  years  from  date, 
and  bearing  interest  not  exceeding  7.3  per  cent  per  annum, 
payable  in  lawful  money  at  maturity,  or,  at  the  discretion  of 
the  secretary,  semi-aimually.  These  notes  could  be  sold  by 
him  on  the  best  terms  obtainable,  and  those  made  payable 
principal  and  interest  at  maturity  were  to  "  be  a  \ogSLl  tender 
to  the  same  extent  as  United-States  notes  for  their  face  value, 
excluding  interest."  They  were  to  be  convertible,  at  the  dis- 
cretion of  the  secretarj^  into  any  bonds  issued  under  the  Act, 
and  might  l^e  substituted  in  lieu  of  any  notes  of  the  govern- 
ment Avhich  might  be  redeemed  and  cancelled.  By  this  Act 
the  secretary  was  also  authorized  to  sell  any  five-twenty  bonds 
remaining  unsold,  authorized  by  previous  Acts,  and  to  receive 
in  payment  lawful  money,  or,  at  his  dis-cretion,  treasury-notes, 
certificates  of  indebtedness  or  certificates  of  deposit.  As 
§G2,1 91,400  of  treasury-notes,  issued  under  other  Acts,  had 
been  redeemed  and  cancelled,  these  could  he  replace<l  in  addi- 
tion to  the  $200,000,000  of  treasury-notes  just  mentioned. 
Finally  he  Iiad  authority  under  tlie  Act  of  March  3,  1863,  to 
borrow  $160,063,220,  the  remainder  of  tlie  nine  hundred 
million  loan. 

The  secretary  was  determined  to  issue  no  more  l^al-tender 
notes  if  he  could  obtain  means  in  any  other  way.     ^^  Flushed 

^  38  Cong.,  first  session,  chap.  172. 
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ss  the  money  market  was  with  circulation,  sufficiently,  at 
least,  to  meet  the  necessities  of  business,  he  was  anxious,  if 
possible,^'  to  use  his  owti  words,  "  to  avoid  so  doubtfid  an 
exjiedient."  The  i)rosiK?ct  of  negotiating  a  loan  hi  the  ordi- 
nary way  was  by  no  means  flattering,  as  the  notice  for  a  loan 
of  thirty-three  millions  advertised  on  the  twentj'-fifth  day  of 
June  had  l)een  \\athdrawn  on  the  2d  of  July,  the  secretary 
having  reason  to  believe  that  such  a  loan  would  not  be  taken 
on  terms  which  it  would  be  for  the  interest  of  the  government 
to  accept. 

Mr.  Fessenden  then  sought  to  borrow  ^50,000,000  of  the 
banks  in  New  York,  Philadelphia,  and  Boston,  on  the  pledge 
of  bonds  and  notes  which  he  had  authority  to  Issue.  He  met 
the  representatives  of  a  large  numlxjr  of  banks,  yet,  notwith- 
standing "  a  real  desire  to  aid  the  government,"  they  were  not 
able  to  furni.sh  the  assi.stance  required  on  terms  which  the 
secretary  could  accept.  The  only  alternative  was,  "  to  issue 
l^al-tender  notes  to  a  very  large  amount,  or  again  advertise 
for  a  loan."  "  He  had  no  hesitation,"  he  says,  in  his  annual 
report,  "as  to  which  course  should  l)e  adopted."  Awordingly, 
on  the  25th  of  July,  he  issual  prc^posals  for  a  national  loan, 
the  lenders  to  receive  trea.su ry-uotes  payaljle  in  three  years, 
with  semi-annual  interest  at  7.3  per  cent  in  lawful  money. 
"  He  incurred  a  considerable  expense  in  advertising  this  loan, 
believing  that  it  should  l)e  as  widely  diffused  and  as  genendly 
understood  as  ix)ssible,  and  offere<l  liberal  inducements  to 
stimulate  the  efforts  of  corporations  and  individuals  to  dispose 
of  the  notes."  His  succ^ess  was  not  as  great  as  he  expected, 
for  tie  reason  mainly  that  other  national  securities  were  press- 
ing on  the  market  which  were  preferre^l  by  investors. 

The  amount  of  suspended  requisitions  had  swelled  to  more 
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than  $130,000,000.  A  large  sum  was  due  to  the  soldiers, 
who  "  Mere  suficring  from  the  loug  delay  hi  satisfying  their 
just  claims."  The  secretary  was  resolveil  "to  use  all  the 
means  at  his  command  to  jwy  at  least "  this  class  of  cred- 
itors. !Many  of  them,  through  the  paymasters,  had  expressed 
a  wish  to  receive  seven-thirty  notes  of  small  denominations  in 
payment.  They  were  taken  to  a  large  amount,  the  soldiers  in 
many  instances  also  expressing  satisfaction  because  they  were 
able  to  thus  aid  the  countrj^  by  loaning  money  to  it.  The 
amount  of  notes  paid  to  the  soldiers  at  this  time  exceeded 
$20,000,000. 

Once  more  the  secretarj'  endeavored  to  sell  lx)nds.  He 
offored  those  Avhich  Secretarj'  Chase  had  advertised  on  the 
25th  of  June,  and  not  finding  purchasers  at  satisfactory-  prices, 
had  withdrawn.  The  amount  was  $32,459,700.  The  public 
were  now  ready  to  take  them,  bids  reached  nearly  $70,000,000, 
and  the  premium  offered  was  four  per  cent,  and  in  some  cases 
even  higher. 

Encouragcil  by  this  success,  the  secretar}',  on  the  1st  of 
October,  adveriiseil  for  another  loan  of  $40,000,000  of  five- 
twTut v  bonds,  is-^ueil  under  the  June  Act  of  1 864.  At  tliat  time 
the  money  market  was  in  a  feverish  condition,  arising  from 
violent  fluctuations  in  gold  and  other  causes,  and  serious 
doubts  weix)  entertained  whether  acceptable  offers  would  be 
made.  "  Under  these  circumstances,  and  with  the  hope  of 
allecting  favoi-iilily  the  market  price  of  certificates  of  indebt^ 
edness,  which  hatl  become  somewhat  depressetl  by  the  large 
amount  to  which  the  issue  liad  been  necessarily  increased,  the 
secretary  decided  to  receive  one-fourth  of  the  subscription 
in  these  securities.  Tlie  result  was  that  bids  were  received 
amounting  to  nearly  $60,000,000,  and  the  whole  amount 
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offered  was  taken  at  a  rate  above  par,  and  averaging  to  the 
government  a  fraction  less  than  one  per  centum." 

Altliough  Secretary  Fessenden  liad  been  successful  in  rais- 
ing money  to  sustain  the  government,  he  was  heavily  weighted 
with  anxiety  and  trial.  The  national  banks  were  dissatisfied, 
not  with  him,  but  with  the  law  under  which  they  were  living. 
It  was  rei)orted  in  November  that  the  secretary  intended  to 
recommend  to  Congress  the  payment  of  custom  duties  in  Ic^al- 
tender  notes,  for  the  reason  that  such  a  policy  would  reduce 
both  the  price  of  gold  and  the  public  expenditures.  His 
annual  report  was  awaited  with  dreadal  impatience,  and 
especially  an  announcement  of  the  issue  of  more  legal-tender 
notes.  Many  persoas  feaixxl  the  results  of  such  a  policy. 
They  were  bold  in  declaring  that  the  countr}'  would  suffer  less 
by  the  sale  of  bonds  at  seventy-five  cents  on  the  dollar  than 
by  a  greater  tlilution  of  the  currency,  and  the  raising  of  the 
price  of  gold  and  other  commodities. 

The  secretary,  in  his  report,  declared  that  it  was  difficult  to 
fix  on  any  policy  not  subject  to  the  contingencies  of  the  hour. 
It  was,  in  his  judgment,  not  only  difficult,  but  impossible,  to 
apply  fixed  rules  to  a  condition  of  affairs  constantly  changing, 
or  to  meet  contingencies  which  no  human  wisdom  c*ould  fore- 
see, by  a  steady  application  of  general  laws,  especially  in  a 
government,  and  M'ith  a  people  wliere  public  opinion  was  the 
controlling  element,  and  that  opinion  was  not  under  the  direc- 
tion of  those  Avho  might  lia[>i)en  to  administer  public  aflairs. 
Mr.  Fessenden  also  maintained  that  a  ^-ide  discretion  should 
Ix;  entrusted  to  the  officer  charged  with  the  duty  of  negotia- 
ting loans,  in  order  that  he  might  be  enableil  to  avoid  unex- 
pected difficulties  occasioned  by  possible  conditions  of  the 
money  market    This  duty  must  necessarily  be  entrusted  to 
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sonirUnlv,  ami  {\w  ixvj»loiMukl  have  no  other  reliable  security 
lor  laithliihios-*  ilum  uiitrlit  boibimd  in  the  established  eharao- 
uv  oi'  ill**  iiulivivlual  ehai'getl  with  so  innx)rtant  a  trust,  who- 
I'M  r  ho  mii;h[  K'.  "  The  discretion  thus  confided  should,  in 
lht«  ^«{»iMiou  of  the  sivn^tar}',  include  the  power  of  increasing 
thr  i"u:'i\'iKy/*  lie  divlareil  that  to  no  individual  would  any 
inm^ivlviaMe  additiim  to  the  circulation,  in  any  form,  be  more 
\»l»iv^'rnn\aMo  ilian  to  himself,  and  "no  one  Mould  resort  to 
•«\u!i  a  luvu^uix*,  when  the  circulation  was  adetpate  to  tiie 
w.iu:-^  v»i*  bu^lui'ss,  with  more  inductance."  He  did  not  believe 
ih.ii  a  jKitriotie  people,  possessed  of  ample  means,  would  com- 
pel him  lo  adopt  a  measure  so  fraught  with  injurious  conse- 
HUiiutvi  a«  an  ifvsue  of  paper  money  beyond  the  limit  thus 
pi\  M-inMil.  It  was,  however,  for  the  people  to  deternnne 
wlirihiT  ihe  neeivsary  means  should  be  furnished  by  way  of 
liMiii;,  ami  the  circulation  be  restrained  within  safe  limits,  or 
wliilht-r  thiy  would  prefer  to  endure  the  evils  of  exorbitant 
|irlri-i,  with  a  loss  of  credit  in  the  present,  and  a  debt  of 
mi'illi '^s  ma;;'nitude  entailed  on  the  future. 

riu'  |M'ople  had  indeeil,  within  a  few  months,  expanded  the 
iiuMilaliiUi,  by  employing  as  money  a  large  amount  of  interest- 
In. uin;;;  treasury-notes  issued  by  the  goveniment.  AVhen 
uitliori^iHl,  (\)ni::n?ss  did  not  supiK)se  they  woidd  Ix)  used 
ji»-.urll  the  monetary  stream.  Those  issued  with  coujwns 
j»M»\i'd  esjH'cially  objectionable,  because  they  were  hoarded 
lui^i^'  llie  time  for  paying  interest  on  them,  and  immediately 
,i(l«'i'\\anl  rushed  into  the  market.  In  consequence  of  tliis 
uu\'V|H^'titl  ii'sult,  Mr.  Fessenden  withdrew  and  destroyed  a 
I  iis;^'  amt»unt,  filling  their  place  with  notes  jwiyable  in  tliree 
\v\us,  liearing  six  per  cent  interest  eompoundeil  semi-annually. 
Nv^  ^kHvitie  law  authorized  the  issue  of  such  notes.     As,  how- 
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ever,  the  interest  at  six  per  cent  compounded  would  be  con- 
siderably less  than  7.3  annual  interest,  which  the  secretary 
was  authorized  to  offer,  their  issue  was  lawful.  They  were 
issued  on  the  belief  tliat  the  owners  would  be  more  likely  to 
hold  them  until  maturity  as  an  investment  In  his  annual 
report,  Mr.  Fessenden  said  that  he  was  unable  to  deter- 
mine what  proportion  might  be  considered  an  addition  to 
the  circulation.  To  that  extent,  whatever  it  might  be,  they 
occasioned,  and  in  a  greater  degree  sustained,  an  increase  of 
prices  and  depressed  values.  Their  circulation  continued 
throughout  the  war  in  a  varyiug  manner,  until,  in  truth,  they 
were  paid  by  Mr.  McCuUoch.* 

While  Mr.  Fessenden  was  secretary  of  the  treasury,  a  note- 
worthy recommendation  was  made  concerning  the  jmyment  of 
intei'est.  As  the  probable  supply  of  coin  would  be  insufficient 
lo  i^ay  interest  in  coin  on  a  much  larger  amount  of  securities 
than  already  existed,  he  was  forced  to  the  conclusion  that  the 
government  in  the  future  must  rely,  for  the  most  jiart,  on  securi- 
ties bearing  interest  in  currency,  convertible  uito  others  bear- 
ing interest  payable  in  coin.  The  annual  coin  interest  at  that 
time  exceeded  fifly-six  mill  ions.  In  the  secretaiy's  judgment, 
notes  bearing  an  increased  rate  of  interest  payable  in  ciirrencry, 
redeemable  in  three  or  five  years,  and  convertible  at  maturity 
into  five-tsventy  bonds,  would  be  preferal)le  to  any  other  form 
of  security.  Bomls  at  long  date,  bearing  interest  payable  in 
currency  at  the  usual  rates,  would  be  less  attractive,  and  in 
the  end  involve  a  much  greater  sacrifice.  The  seven-thirty 
notes  authorized  by  the  Act  of  the  previous  June  presented  as 
many  advantages  as  any  form  of  currency  security,  uniting, 
AS  they  did,  a  high  rate  of  interest  witli  convertibility.  The 
1  See  McCnlloch's  letter,  dated  Oct.  3, 187S,  New  York  Tribane. 
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:i  v\MU  at  the  rate  of  six  |ier  cvnt,  or  in  ourreucy 

.. vA'nl    ''o^sion,  chap.  77.     Soe  Ibid.,  Act,  Jan.  2S,  l5^t>5, 


1805.]  ADMINISTRATION    OF   THK   TRKASUUY.  127 

at  7.3  [)er  cent  interest.  Tlie  bonds  were  to  Iw  redeemable 
after  five  yeai-s,  and  tlie  tivasury-notes  were  to  "  be  made  re- 
deemable or  })ayable  at  such  jxiriods,  as  in  the  opinion  of  the 
secretar}'  of  the  treasury,"  might  be  deemed  expedient. 

Hugh  ilcCullcxih,  who  had  previoujsly  served  as  comp- 
troller of  the  currency,  sucxx'iKled  Mr.  Fessenden  at  the  be- 
ginning of  President  Lincoln's  second  administration.  During 
the  month  of  March,  he  issued  370,000,000  of  three-years' 
treasury-notes,  bearing  interest  payable  in  currency,  and  con- 
vertible at  maturity,  if  tlie  holders  desired,  into  five-twenty 
bonds.  In  Ai)ril,  Richmond  was  capturcnl,  and  soon  after 
the  Confederate  armies  surrendered.  The  secre»tary  knew  that 
these  events  would  be  followed  by  the  early  disbanding  of  the 
Union  armies,  and  by  heavy  re<iuisitions  for  transportation, 
pay,  and  bounties.  IIow  he  raised  tlie  money  cannot  l)e  t(jld 
in  a  lx?tter  way  than  by  himself.  **  As  it  was  im|K)rtant  that 
tliese  re<{uisiti()ns  should  1k'  promptly  met,  and  esjKi'ially  im- 
ix>rtant  that  not  a  soldier  should  remain  in  the  service  a  single 
day  for  want  of  moans  to  pay  him,  the  se(.'retary  jKnx'cived  the 
necessity  of  R'alizin^,  as  sjx^edily  as  possible,  the  amomit — 
8530,000,000 — still  authorized  to  be  borrowwl  under  the 
March  Act  of  1805.  The  7.o  notes  had  pn)ve<l  to  Ixt  a  ])opular 
loan,  and,  although  a  st^curity  on  longer  time  and  lower  interest 
would  liave  Ix^'U  a<lvantageous  to  the  government,  the  secre- 
tary considered  it  advisable,  under  the  circunistanc*es,  to  con- 
tinue to  offer  these  notes  to  the  public*,  and  to  avail  himself  as 
his  immediate  predecessors  had  done,  of  the  services  of  Jay 
Cooke  in  the  sale  of  them.  The  re^sult  was  in  the  highest 
degree  satisfiujtory.  By  the  admirable  skill  and  energy  of  the 
agent,  and  the  hearty  co-operation  of  the  national  banks,  these 
notes  were  distributed  in  every  part  of  the  Northern,  and 
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some  parts  of  the  Southern  States,  and  placed  within  the 
reach  of  every  person  desiring  to  invest  in  them.  No  loan 
ever  offered  in  the  United  States,  notwithstanding  the  large 
amount  of  government  securities  previously  taken  by  the 
people,  was  so  promptly  subscribed  for  as  this.  Before  the 
1st  of  August,  the  entire  amount  had  been  taken,  and  the 
secretary  had  the  unexpected  satisfaction  of  being  able,  with 
the  receipts  from  the  customs  and  the  internal  revenue,  and  a 
small  increase  of  the  temporary  loan,  to  meet  all  the  requisi- 
tions." On  $230,000,000  of  the  notes  issued,  the  government 
had  tlie  option  of  paying  six  per  cent  interest  in  coin,  instead 
of  7.3  in  currency.  The  secretary  reserved  this  option, 
"  because  he  indulged  the  hope  that,  before  their  maturity, 
specie  payments  would  be  restored,  and  because  six  per  cent  in 
coin  is  as  high  a  rate  of  interest  as  the  government  should 
pay  on  any  of  its  obligations." 

Our  imperiled  Union,  therefore,  had  emerged  from  the 
dreadful  contest,  not  only  with  increased  honor  and  political 
strength,  but  with  restored  national  credit.  By  thus  obtaining 
voluntarily  from  the  people  more  than  $500,000,000  in  three 
months — ^an  event  then  unique  in  the  history  of  national  lx)r- 
rowing — a  successful  public  application  had  been  made  for  tlie 
first  time,  of  the  familiar  personal  doctrine,  that  by  spending 
wisely  our  riches  are  increased. 

Such,  in  brief,  is  a  history  of  the  loans  authorized  and  nego- 
tiated for  maintaining  the  government  during  the  war.  The 
principal  Acts  authorizing  loans  beside  the  l^al-tender 
notes  were  passed  February  25,  1862,  which  authorized 
$500,000,000  of  bonds ;  the  $900,000,000  loan  Act  of  March 
3,  1863 ;  the  $200,000,000  loan  Act  of  March  3,  1864;  the 
$400,000,000  Act  of  June  30,  1864,  and  the  $600,000,000 
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Act  of  March  3,  1865.  There  were  other  Acts,  as  already 
mentioned;  these  five,  however,  contained  the  authority  for 
making  the  great  loans  of  the  war. 

Since  the  beginning  of  the  special  session  of  Congress,  in 
1861,  said  Mr.  McCulloch,  in  his  first  annual  report,  the  most 
important  subject  which  had  demanded  and  received  the  at- 
tention of  Congress,  had  been  that  of  providing  the  means  to 
prosecute  the  war ;  and  the  success  of  the  government  in  rais- 
ing money  was  evidence  of  the  wisdom  of  the  measures 
devised  for  that  purpose,  as  well  as  of  the  loyalty  of  the  people, 
and  the  resources  of  the  country.  No  nation,  within  the  same 
period,  had  ever  borrowed  so  largely,  or  with  so  much  facility. 


9 
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CHAPTER  Vin. 

EFFECT  OF  ISSUING  LEGAL-TENDER  NOTES  AND  SUSPEND- 

ING  SPECIE  PAYMENTS. 

Having  shown  how  a  section  of  the  national-bank  bill  was 
transformed  into  a  law  authorizing  the  issue  of  demand  treas- 
ury-notes endowed  with  a  legal-tender  quality,  we  shall  trace 
the  effects  of  this  l^islation  on  the  morals  and  prosperity  of 
the  people.  Some  of  these  effects  were  immediate  and  brief, 
while  others  are  yet  felt  like  the  agitation  of  the  sea,  which 
continues  long  after  the  storm  has  passed  away. 

The  suspension  of  sixx*ie  jm-ments  also  produced  a  series  of 
effects  which  are  worth  careful  study.  These,  as  well  as  the 
effects  of  issuing  legal-tender  notes,  will  be  traced  in  this 
cliapter. 

AVhen  the  first  bill  authorizing  the  issue  of  legal-tender 
notes  was  before  the  House,  Mr.  Horton,  of  Ohio,  set  forth  in 
a  sjwech  tlie  princijKil  effects  which  would  follow  if  the  notes 
were  issued.  They  would  be  paid  to  contractors  of  the  gov- 
ernment, who  would  jxiy  them  to  their  debtors.  They,  in 
turn,  would  be  anxious  to  get  jiersons  to  take  them,  and  money 
would  seem  for  the  time  to  be  abundant  and  trade  active.  All 
parties,  however,  would  find  out  that  the  government  had 
wronged  somebody.    And  what  would  the  contractor  do  next? 

'^  They  will  bide  their  tjme.  The  government  is  obliged  to 
get  supplies,  and  the  contractors  will  put  their  supplies  up  to 
the  amount  they  have  lost,  and  ten  or  fifteen  per  cent  more." 
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Mr.  Horton  then  described  the  effects  of  the  Act  among  the 
people.  "  The  first  shock  will  be  that  the  moral  sense  of  the 
country  will  be  outraged.  Your  friends  and  neighbors  will 
not  at  first  be  made  to  believe  that  it  is  right  when  they  have 
agreed  to  pay  a  hundred  to  get  a  clear  receipt  for  eighty-five, 
or  ninety  or  ninety-five."  The  next  effect,  he  maintained, 
would  be  confusion  and  uncertainty  in  relation  to  the  value  of 
all  exchangeable  things.  Prices,  too,  would  be  inflated. 
"There  are  some  things,"  he  remarked,  "which  cannot  be 
done.  Inflation  of  prices,  although  it  miglit  not  be  rapid,  and 
although  the  country  might  not  be  ruined  at  once,  and  although 
we  might  not  find  ourselves  in  that  Serbonian  bog  in  wliich 
whole  armies  have  sunk  at  once,  we  will  get  there  soon  enough. 
And,  when  inflation  of  prices  begins,  exports  decrease  and 
imports  increase.  Agricultural  interests  will  be  injured  to  an 
incalculable  extent,  and  the  next  great  result  will  be  upon  us, 
which  is  the  export  of  gold  out  of  the  country  to  pay  debts 
abroad  for  excessive  imjwrtations,  superiuduceil  by  the  infla- 
tion of  prices  here.  We  shall  not  then  Ikj  able  to  say,  as  we 
can  now,  *  The  farming  i)roductions  of  the  WcvSt  have  been  sent 
abroad  to  such  an  extent  that  even  gold  has  been  brought 
back  to  pay  the  balance  of  trade  in  our  favor/  In  the  end 
the  government  will  be  mostly  the  lo.ser  by  the  inflation  of 
prices,  because  it  has  to  buy  such  an  immense  amount  of 
supplies,  and  the  contractor  will  hold  in  his  hand,  not  the 
l^islative  power,  but  the  practical  power,  to  say,  here  is  my 
property,  and  you  shall  have  it  for  such  a  price,  and  not  for 
less."  All  classes  of  labor,  also,  he  maintained,  Avould  be 
injured  "  by  this  great  act  of  oppression.  You  render  the 
standard  of  payment  uncertain,  and  they  never  will  know 
what  their  wages  are  for  a  day's  work."    The  capitalist  of 
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New  York,  the  millionaire,  here  and  tliere,  would  take  care 
of  himself  and  send  his  means  out  of  the  country.  But  the 
worst  effect  of  all  was  the  disgracing  of  the  govenmieut.  It 
was  worse  than  "  forty  defeats  on  the  battle-field.  It  could 
not  be  wiped  out  by  any  future  heroism.  It  was  saying  to 
the  world  that  we  were  bankrupt,  and  that  we  were  not  only 
weak,  but  not  honest."  No  other  member  of  Congress^ 
described  the  probable  effects  of  the  bill  during  the  debate 
with  so  much  prescience.  He  described,  however,  only  the 
injurious  and  malign  effects,  and  was  unable  to  foresee  any 
good  result  from  the  use  of  this  expedient.  Nevertheless, 
good  was  mingled  with  the  evil,  and  the  truth  of  history 
requires  that  all  the  effects  should  be  traced  and  set  forth  in 
their  proper  light. 

The  first  noteworthy  effect  of  suspending  specie  payments 
was  the  increase  of  bank  circulation.-  After  the  suspension 
of  specie  jmyments  in  1812  the  same  thing  happened.     The 

*  Bepresentative  (now  Senator)  Morrill,  of  Vermont,  stated  the  effects  of 
the  measure  in  the  following  succinct  and  forcible  language :  *'  I  maintain 
that  the  bill  should  not  pass,  because  it  will  infinitely  damage  the  national 
credit ;  because  it  will  cut  off  all  other  chance  of  supplies ;  because  it  will 
reduce  our  standard  of  legal  tender  alreudv  sufficiently  debased ;  because  it 
will  inflate  the  currency,  and  increase  manifold  the  cost  of  the  war ;  because 
it  would  slide  into  the  place  of  projier  taxation ;  because,  as  a  resource,  it 
must  ultimately  fail,  and  tend  to  a  premature  |)eace ;  because  it  is  a  question 
of  doubtful  constitutionality ;  Ijecausc  it  is  an  ex  post  facto  law,  immoral,  and 
a  breach  of  the  public  faith  ;  because  it  will  at  once  banisli  all  specie  from 
circulation ;  because  it  will  dampen  the  ardor  of  our  men  at  home,  as  well 
as  soldiers  in  the  field ;  because  it  will  degrade  us  in  the  estimation  of  other 
nations ;  because  it  will  cripple  American  labor,  and  throw  at  last  lotgw 
wealth  into  the  hands  of  the  rich ;  and, — ^because  there  is  no  necessity  call* 
ing  for  such  a  desi^rate  remedy." — Onng.  Globt^  Feb.  4j  1862. 

m  Bank.  Mag.,  pp.  401^16,  481-494,  590. 
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banks  multipliol  rapidly.  In  1861,  however,  they  contracted 
their  obligations  prei)aratory  to  resuming  specie  payments, 
but  seeing  the  treasury  continue  to  issue  notes,  and  becom- 
ing convinced  tliat  the  sufepension  would  last  until  the  end 
of  the  war  the  banks  increased  their  own  notes.*  Within  a 
year  after  the  susi^ension,  the  banks  in  New  Hampshire  had 
increased  their  circulation  tvventy-seven  i)er  cent;  those  in 
Philadelphia,  one  hundred  and  thirty-eight  per  cent ;  in  Prov- 
idence, eighty-six  per  cent;  in  New  York,  sixty-nine  per 
cent ;  in  Massachusetts,  twenty  i)er  cent ;  in  Baltimore,  thirty- 
two  per  cent ;  in  Newark,  New  Jersey,  forty-two  jKjr  cent, 
while  the  increase  was  verj-  large  in  other  States  and  cities. 

Several  reasons  were  given  for  increasing  their  circulation. 
One  of  the  most  common  of  all  was,  that  silver  change 
havinir  become  scarce,  small  bank-notes  were  nectled  as  a  sub- 
stitute.  Another  reason  was  that,  in  suspending  sixicie  pay- 
ments, gold  was  withdrawn  from  circulation,  and  more  bank- 
notes were  needed  to  fill  the  vacuum.  It  was  also  maintained 
that  large  sums  were  carried  by  soldiers  to  the  seat  of  war, 
and  other  sums  were  left  by  them  to  support  their  families, 
thus  diminishing  the  supply  in  actual  circulation.  Moreover, 
at  the  time  when  the  suspension  occurred,  cash  dealings  had 
greatly  increasetl ;  the  circulation  o^'  Eastern  banks  was 
enlarged  by  sending  it  to  the  West  to  fii.  ^he  gap  occasioned 
by  the  failure  and  closing  of  AVcstern  ban*  'ng  iustitutions. 
Another  reason  given  by  the  bank  c^ommissioners  of  Massa- 
chusetts Mras,  that  the  motive  for  sending  bank-notes  for 
redemption  no  longer  existed,  especially  of  those  banks  having 
good  credit,  because  their  notes  were  as  valuable  as  anything 
which  could  be  obtained  for  them.  ''Men  hold  them  and 
1  Amasa  Walker,  52  Hunt's  Mcr.  Mag.,  p.  24. 
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hoard  them,  therefore,  precisely  as  they  would  do  with  specie, 
and  the  volume  of  the  curreucy  becomes  greater,  precisely  as 
its  current  grows  more  sluggish."  ^ 

Many  of  the  banks  put  forth  no  unusual  or  unjustifiable 
effort  to  enlarge  their  circulation,  and  were  surprised  by 
the  event.  "  They  had  anticipated  a  great  decline  of  circula- 
tion as  soon  as  the  government-notes  should  come  into  use." 

^  Mass.  Bank  Commissioners'  Rep.,  1862.  After  stating  that  the  total  cir- 
culation of  the  banks  in  Masssu'husetts  had  been  rapidly  increasing,  and  for 
some  months  past,  and  was  increasing  still,  the  *'  commissioners  remarked, 
that  among  other  causos  of  the  increase  was  the  inconvertibility  of  paper 
money,  the  influence  of  which  upon  the  circulation  cannot  be  overlooked, 
though  the  force  of  it  can  never  be  accurately  measured.  So  long  as  bank- 
notes are  redeemed  in  gold  upon  demand,  according  to  the  tenor  of  the 
})romise  which  they  hear  upon  their  face,  the  homeward  current  of  the 
circulation  will  always  be  rapid.  Beside,  the  demand  which  there 
always  is  for  gold  for  foreign  payments,  for  distant  remittances,  and 
for  meeting  customs  duties,  there  is  a  perpetual  competition  going  on 
J)etweon  the  banks,  each  striving  to  enlarge  its  own  cirailation,  and  to  drive 
home  that  of  its  rivals.  The  law  of  Massachusetts,  which  prohibits  a  bank 
from  paying  out  any  bills  except  its  own,  helps  on  the  competition ;  for,  the 
moment  a  bill  is  deposited  in  any  bunk  other  than  that  by  wliich  it  was 
issued,  it  cannot  be  again  used  as  currency  till  it  has  traveled  home,  by  way 
of  State  street,  and  iiad  its  convertibility  put  to  the  test  of  actual  redemption. 
AVhen,  however,  8i>ecie  payments  are  suspended,  and  bills  are  no  longer 
re<lcemable  in  gold,  a  great  motive  for  sending  them  home  is  withdrawn. 
The  tendency  of  this  stagnant  money  to  depreciate  from  excess,  to  enhance 
prices,  to  stimulate  im()ortations,  an(t  to  drive  gold  out  of  the  country  is  too 
well  established  by  exi)erience  in  this  and  other  countries  to  be  seriously 
questioned.  Such  a  depreciation  is  now  attested  by  the  high  price  of  gold, 
and  of  all  merchandise  bought  with  paper,  and  it  is  a  calamity  calculated 
to  excite  the  greatest  solicitude  of  our  people." — See  Bank  Beports  for 
1802,  of  Maine,  New  Hampshire,  Connecticut,  and  New  York;  also,  Annual 
lUport  of  Secretary  of  Trmmry,  on  the  Omditian  of  the  Banks  in  ike  United 
Skates  for  18G2.    Ex.  Doc.  No.  20,  38  Cong.,  first  session. 
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It  extended^  notwithstanding  the  ciForts  of  some  banks  to 
diminish  their  notes;  those  issued  did  not  come  back  for 
redemption;  and,  on  the  other  hand,  fresh  supplies  were 
wanted  by  depositors  and  customers  to  provide  for  tax-rolls 
or  to  make  other  payments. 

These  reasons  for  expanding  bank  issues  were  not  enter- 
tained everywhere.  A  bank  ofl&cer  in  Pennsylvania  wrote,  in 
December,  1862,  "the  present  expansion  of  the  banks  is 
mijustifiable."  The  banks  had,  for  the  sake  of  profit,  though 
contrary  to  prudence,  contributed  to  the  expansion.  "  They 
will  continue  to  expand,"  he  adds,  "  until  the  bubble  bursts, 
or  the  iron  hand  of  the  government  interferes  to  save  the 
people.  This  ad  libitum  issue  of  paper  is  filling  up  all  the 
channels  of  circulation,  and  forcing  specie  into  the  clutches  of 
hoarders  and  the  hands  of  brokers.  It  is  inflating  values, 
stimulating  stock  speculatioas,  will  soon  give  a  fictitious  value 
to  real  estate,  and  will  end  in  a  crisis  such  as  we  have  never 
yet  experienced  in  history." 

There  was  a  conservative  bank  movement  in  Boston  and 
New  York  after  the  suspension,  but  of  short  duration.  In 
New  York  and  Pennsylvania  the  banks  dared  not  enlarge 
their  circulation  so  long  as  they  declined  to  redeem  it/  No 
law  existed  or  could  be  2)assal  in  New  York  sanctioning  the 
suspension  of  specie  payments.  When,  however,  the  legal- 
tender  law  was  enacted  by  Congress,  in  February,  1862,  the 
banks  of  New  York,  securely  sheltered  by  it,  promptly 
enlarged  their  circulation.^  Two  facts,  therefore,  sharply 
stand  out  in  the  history  of  our  paper  monetary  circulation 

1 16  Bank.  Mag.,  p.  9G9.  The  State  laws  were  modified  or  repealed  in 
1862,  and  then  the  banks  enlarged  their  circulation. 

'See  R  J.  Walkei'B  article  in  Cont.  Monthly,  Jan.,  1862. 
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\\  '»,ii  i\u^  inilntion  of  prices  l>egan  in  consequence  of  iu- 

.^.v    u.'  \\w  Umk  riivulation  and  treasury-notes  is  a  question. 

I .»      .■{».»  inu'udi'ut  i»r  the  Iwuiking  department  of  New  York, 

\\imi  il  i\'|H>rt,  made  at  the  close  of  1862,  says  :  "  No 

^^^ou\^'U'^  wheivby  to  measure  the  state  of  the  currency 

,.  .  '..   i.'iiud  ilian  the  returns  made  to  tliis  dei>artment;  and 

»  .    .    .1.1 1,. Ill'  iiu»st  elearly  that  as  yet  no  redundancy  of  the 

, ..  I  ^\  1-1.1.      I iidiHxl,  the  capability  of  this  department  to 

M,  .  1  .lu  ^Uiiiaud  lor  notes  was  never  more  severe  than  it  has 

».    .,  .I.muv.  tilt*  last  nine  months.     Nor  was  it  the  result  of  a 

i{y  niu'ii '  iK-maiul.     The  banks  found  themselves  embarrassed 

.!«  il».  n-^iii.h'housiif  their  business  by  the  want  of  currency  to 

iii.xi  \\w  k\m\\  nH|Uisitions.     Every  soiled  and  mutilated  note 

.  ai  .iMv  oi  *ierviii'  wa*<  brought  into  use,  and  the  banks  of  the 

I  4  \  \\\\v  litcnilly  iK^ieged  for  currency  wherewith  to  move 

ill.  *  u»|K-  \»l'  tlie  Wi»st.    Engagements  were  made  weeks  in  ad- 

\.iiuv  \\\  \\\\^M*  wanting  currency,  in  order  to  secure  a  supply. 
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and  numerous  facts  might  be  adduced  to  prove,  that  with  all 
the  issues  of  the  government  and  the  banks,  the  volume  of 
currency  was  not  in  excess  of  the  wants  of  the  country." 

The  secretary  of  the  treasury,  in  his  annual  report,  in  De- 
cember, 1862,  maintained  that  no  inflation  had  yet  been 
caused  :  First,  "  because  the  whole  quantity  of  circulation  did 
not^  at  the  time,  greatly,  if  at  all,  exceed  the  legitimate  de- 
mands of  payments ; "  secondly,  "  because  the  whole,  or  nearly 
so,  of  the  increase  in  circulation  during  the  year  was  Inti- 
mately demanded  by  the  changed  condition  of  the  country;" 
and,  thirdly,  because  the  premium  on  gold  had  fallen  seven  or 
eight  per  cent  within  a  month  from  the  date  of  liis  report. 
If,  however,  an  "  undue  expansion  had  taken  place,  the  obvious 
and  sufficient  explanation  was  the  increase  of  bank  circulation 
and  deposits." 

That  prices  had  risen  to  some  extent  was  a  familiar  fact, 
but  what  caused  the  rise  ?  The  enormous  demand  of  the  gov- 
ernment for  commodities  was  a  powerful  cause.  How  far  the 
banks  contributed  by  increasing  their  notes  and  dci>osits,  and 
how  far  the  government  by  issuing  legal-tender  notes,  is  a 
question,  however  imjwrtant,  we  cannot  stoi>  long  to  con- 
sider. The  effect  of  an  increase  of  the  circulating  medium 
on  prices  is  determined  by  the  use  made  of  it,  and  also  by  the 
nature  of  the  medium  itself.  An  increase  of  silver  in  India 
for  many  years  had  no  effect  on  prices,  because  it  was  hoarded, 
turned  into  jewelry — ^in  short,  was  practically  demonetized. 
The  l^al-tender  notes  were  issued  by  the  government  to  pay 
oontractorsy  soldiers,  and  other  persons  engaged  in  the  public 
service.  A  large  portion  of  these  notes  found  their  way  to 
the  banks  and  swelled  their  deposits.  The  issues  of  the  banks 
were  paid  to  persons  needing  money  to  discharge  debts,  and 
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circulated  very  much  in  the  same  way  as  the  legal  tenders. 
The  increase  in  many  cases  took  the  form  of  loans  to  ordinary 
borrowers.  They  came  back,  or  a  portion  of  them,  for  deposit, 
and  were  re-issued.  Both  kinds,  therefore,  circulated  among 
the  people,  both  were  deposited  in  the  banks  and  furnished 
the  loan  supply,  and  both,  therefore,  had  the  same  influence 
on  prices  so  far  as  these  were  effected  by  the  quantity  of  the 
circulating  medium.  As  the  banks  had  issued  only  $37,- 
000,000  of  notes  since  the  first  of  the  year,  and  the  govern- 
ment had  issued  during  the  same  period  $80,000,000  of  them, 
the  conclusion  may  be  fiiirly  drawn  that  the  government,  by 
its  action  in  expanding  the  monetary  circulation,  had  done 
more  to  enhance  prices  than  the  banks. 

The  opinion  of  the  secretary  of  the  treasurj',  that  the  banks, 
and  not  the  government,  was  the  cause  of  raising  prices,  so 
far  as  they  had  been  raised  by  increasing  the  quantity  of 
lyaiyer  money,  was  shared  by  many  intelligent  and  unprejudiced 
persons.  No  one,  however,  could  reasonably  doubt  that  the 
advance  in  prices  in  1863  was  caused  chiefly  by  the  enormous 
demand  of  the  government  for  many  things,  and  by  deluging 
the  land  with  paper  money.^  The  unsettling  of  prices  is 
always  attended  with  loss  and  suffering.  Their  stability  is 
one  of  the  conditions  of  a  true  and  lasting  prosperity ;  rapid 
changes  mean  great  gains  and  losses,  and  do  not  often  occur 
in  a  healthy  commercial  society.  In  earlier  times,  prices  were 
not  infrequently  changed  by  debasing  the  coinage.    The  kings 

^ ''  It  is  said  that  the  excessive  bank  deposits  have  as  much  influence  in 
creating  and  sustaining  high  prices  as  a  superabundant  currency.  This  is 
unquestionably  true;  but  it  is  also  true  that  excessive  deposits  are  the 
effect  of  excessive  currency,  and  that  whenever  the  currency  is  reduced 
there  will  be,  at  least,  a  corresponding  if  not  a  greater  redaction  of  de- 
posits."—McCuUiOCH,  Ann.  lyeas.  Bepart^  1865,  p.  IS. 
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of  France,  from  the  time  of  Louis  VI.,  asserted  the  right  to 
change  the  rating  of  tlie  coins  whenever  tliey  jileased.  Philip 
le  Bel  was  so  notorious  for  doing  this,  that  Dante  was  justified 
in  singing  of 

*    *    *    the  woe  that  he  shall  pour 
Along  the  Seine,  by  uttering  coin  debased. 

During  the  disastrous  reign  of  John,  the  rating  of  the  Hvre  or 
pound,  was  ahered  seventj'-one  times  in  nine  years,  between 
1351  and  1360.  The  evils  brought  to  the  French  people  by 
these  alterations  in  their  money  standard  were  terrible ;  yet 
our  paper-money  standard  changed  far  more  than  seventy-one 
times  during  the  four  years  of  war,  and  frequently  afterward, 
until  specie  payments  were  resumed.  When  the  metallic 
standard  was  replaced  by  the  i>aper  one,  evils  immediately 
followed  the  event,  and  they  increased  in  number  and  severity 
with  every  additional  issue  of  pa^xT  money.  Throughout  the 
war,  the  evils  of  an  excessive  paper  money  were  constantly 
set  before  the  people.  One  of  the  first  to  describe,  and  also 
to  forget  them,  was  Mr.  Chase.  Of  the  banks,  some  of  them 
were  opposed  to  government  inflation,  Ixicause  they  feared  an 
increase  of  prices  and  other  evils ;  others  were  opposed  lye- 
cause  they  wished  to  issue  all  the  pajK^r  circulation  themselves. 
The  question  has  been  often  asked  whether  the  Ixmk-notes 
which  were  issued  after  the  sus[)ension  of  specie  payments,  in 
place  of  gold  withdrawn  from  circulation,  had  any  effect  on 
prices ;  in  other  words,  were  an  addition  to  the  circulating 
medium.  In  Philadeli)hia,  during  the  first  part  of  the  year 
1862,  the  amount  of  circulation  was  greatly  reduced,  in  con- 
fiequence  of  the  suspension  of  specie  payments,  but  afterward 
the  bonks  issued  a  considerable  quantity  of  one,  two,  and 
tlnee-dollar  notes,  to  supply  the  place  formerly  filled  with 
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specie.^  lu  otiier  cities  a  large  addition  was  made  to  the 
small-note  circulation^  for  the  same  reason.  One  bank  officer 
maintained  that  the  issue  of  these  notes  had  no  effect  on 
prices,  because  they  took  the  place  of  the  specie,  which  had 
disappeared.  He  further  maintained,  that  the  circulation  of 
his  bank  would  have  been  much  larger,  if  it  had  not  been 
checked,  at  times,  by  using  United-States  demand-notes.  It 
will  not  be  disputed,  that  the  substitution  of  bank-notes  for 
gold  and  silver,  which  had  formerly  circulated,  did  not  affect 
prices,  but  the  entire  amount  of  gold  held  by  the  banks  at  the 
time  they  suspended  specie  payments  was  not  in  active  drca- 
lation.  The  greater  portion  was  kept  as  a  reserve,  and 
exercised  no  immediate  influence  on  prices.  After  the  sus* 
pension  of  specie  payments,  the  amount  of  bank-notes  was  not 
reduced  much  in  any  State  in  consequence  of  that  event  The 
subsequent  issues  by  the  banks,  therefore,  so  far  as  they  ex- 
ceoled  the  amount  of  gold  formerly  in  cirailation,  were  a 
real  addition  to  the  currency,  whatever  may  have  been  their 
effect  on  prices.  If  si)ecie  payments  had  not  been  suspended, 
what  would  have  been  the  effect  of  these  additions?  To 
some  extent,  probably,  2)rices  would  have  risen.  Did  that 
event  change  the  effect  of  these  notes  when  issued?  We 
think  not. 

When  S2)ecie  payments  were  suspended,  gold  and  silver 
ceased  to  circulate  as  money ;  the  former  metal  became  an  im- 
portant article  of  merchandise,  and  the  transactions  in  it  were 
of  tlie  most  serious  nature.-  Prices  were  quoted  by  the  paper 
standard.  Measured  by  this,  the  price  of  gold  fluctuated 
greatly  at  different  times,  nor  did  the  prices  of  other  things 
fluctuate  in  a  corresponding  ratio.  This  fict  can  be  eaaily 
U7  Bank.  Mag^  p.  492.  *Ibid.,p.G9a 
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tested,  by  comparing  the  rise  and  fall  in  the  prices  of  things, 
including  that  of  gold,  with  the  existing  or  paper  standard.^ 
The  extent  of  these  fluctuations  depended  on  many  things. 

*  In  his  second  report  as  comptroller  of  the  currency,  Mr.  McCalloch  said : 
"In  January,  1862,  gold  in  New  York  was  at  a  premium  of  one  and  one- 
half  per  cent.  It  soon  fell  to  one,  from  which  it  rose,  on  the  10th  of  October, 
to  thirty-seven,  and  closed  on  the  31st  of  December  at  thirty-four.  On 
the  24th  of  Febmarj',  1863,  it  had  advanced  to  seventy-two  and  one-half, 
but  on  the  26th  of  March  (favorable  news  having  been  received  from  the 
Southwest)  it  went  down  to  forty  and  one-half;  but  in  twelve  days,  on  the 
receipt  of  less  favorable  intelligence  from  that  quarter,  it  went  up  to  fifty- 
nine  and  one-half.  A  few  days,  upon  the  report  of  the  iron-clad  attack 
upon  Fort  Sumter,  it  fell  to  forty-six,  and  on  receipt  of  the  intelligence 
of  the  surrender  of  Port  Hudson  to  twenty-three  and  one-half.  On  the 
15th  of  October  it  rose  to  fifty-four,  but  reached  no  higher  point  during 
that  year.  On  the  Ist  of  January,  1864,  it  opened  at  fifty-two,  went  up  to 
eighty-eight  on  the  14th  of  April,  and  fell  to  sixty-seven  on  the  19th  of 
the  sauie  month.  On  the  pa»Si«ge  of  the  gold-bill,  June  22,  it  rose  to  one 
himdred  and  thirty  and  fell  the  next  day  to  one  hundred  and  fifteen.  On 
the  Ist  of  July  it  was  forced  up  to  one  hundred  and  eighty-five,  but  on  the 
day  following  (the  gold-bill  having  been  repealed)  it  fell  to  one  hundred 
and  thirty.  On  the  11th  of  the  same  month  it  went  up  again  to  one  hun- 
dred and  eighty-four;  on  the  loth  it  fell  to  one  hundred  and  forty-four, 
and  after  various  Huctuatious  dropped,  on  the  26th  of  Septemlier,  to  eighty- 
seven;  thus  rising,  between  the  Ist  of  January  and  the  1st  of  July,  1864, 
from  fifty-two  to  one  hundred  and  eighty-five,  nnd  falling,  Ixitween  the 
Ist  of  July  and  the  26th  of  Septeml>er,  from  one  hundred  and  eighty -five 
to  eighty-seven.  None  of  these  fluctuations  were  brought  about  by  an 
increase  or  decrease  of  the  currency  ;  on  the  contrary,  gold  rose  the  most 
rapidly  when  there  was  no  inconsiderable  increase  of  the  currency  and  fell 
in  the  fhce  of  large  additions  to  it.  Nothing  can  be  more  conclusive  of  the 
incomctnees  of  the  opinion  that  gold  is  always  the  standard  of  value,  and 
that  the  high  price  it  has  commanded  in  the  United  States  during  the 
progress  of  the  war  is  the  result  of  an  inflated  currency,  than  this  brief 
■Utement  of  its  variations  in  the  New- York  stock  market." — OomptroUei^$ 
JB9or^l868. 
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The  goods  purchased  abroad  for  specie  conformed  more  nearly 
in  their  fluctuations  with  those  of  gold,  than  the  commodities 
produced  in  this  country.  Too  much  space  would  be  required 
to  trace  these  fluctuations  here ;  beside,  the  inquiry  immedi- 
ately before  us  is,  How  far  did  the  action  of  the  government, 
or  that  of  the  banks,  affect  the  price  of  gold  ?  Some  persons 
maintained  that  the  banks  did  more  than  the  government  to 
cause  the  advance.  An  intelligent  Boston  merchant,  in  the 
middle  of  November,^  wrote,  that  the  government  issues  had 
merely  increased  the  circulating  medium  to  a  certain  extent, 
though  not  supplying  the  deficiency  caused  by  the  loss  of  gold 
as  currency.  The  banks,  he  further  remarked,  by  increas- 
ing their  notes  and  loans,  had  acted  unw^isely,  because  they 
furnished  to  .speculators  the  means  to  purchase  gold,  and  to 
hold  it  with  the  expectation  of  selling  at  a  higher  figure.  In 
December,  1862,  there  were  .special  deposits  of  §10,000,000, 
to  secure  loans  of  this  kind.  During  the  entire  period  of  the 
sasi)enj?ion  of  specie  payments,  when  gold  was  bought  and 
sold,  and  especially  for  a  spcH:'ulative  23uq>ose,  the  banks 
aided  the  speculators  by  lending  them  money,  secured  by  a 
deposit  of  the  gold  itself.^  The  banks  were  severely  condemned 
fur  thus  aiding  the  gold  speculators;  if  specie  payments 
had  been  maintained,  gold  could  not  have  been  put  on  the 
anvil  of  speculation.  The  evils  resulting  therefrom  were  so 
great,  that  Congress  attempted  to  prevent  speculation  in  gold 

J  18G2. 

^  ^It  is  a  vell-knowD  fact,  that  soon  after  the  suspension  of  specie  pay- 
menls,  it  was  common  for  the  officers  of  banks  to  loan  their  credit  and  irre- 
deemable currency  upon  gold,  deposited  with  them  as  security ;  and  thai 
bank  officers  of  the  city  of  New  York  themselves  became  speculators  in 
gold,  and  also  urged  the  same  upon  their  friends  through  their  banks,  be- 
cause it  was  a  safe  and  certain  speculation." — Ute  Price  of  QM  and  the 
Presidency, 
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and  foreign  exchange.  Contracts  were  declared  unlawful  for 
the  purchase  of  gold  coin  or  bullion,  which  was  to  be 
delivered  on  a  subsequent  day,  or  for  paying  any  sums,  either 
fixed  or  contingent,  in  default  of  the  delivery  of  gold  coin  or 
bullion ;  or  to  make  a  contract  on  other  terms  than  the  actual 
delivery  of  gold  coin  or  bullion,  and  the  payment  in  full  of 
the  agreed  price,  on  the  day  of  making  the  same.  The  same 
provision  was  applied  to  foreign  exchange,  "  to  be  delivered 
at  any  time  beyond  ten  days,"  subsequent  to  the  making  of 
the  contract  therefor.  All  dealers  in  gold  were  prohibited 
from  selling  it  "  at  any  other  2)lace,  than  the  ordinary  place  of 
business,  of  either  the  seller  or  purchaser,"  and  penalties  were 
to  be  imposed  on  all  who  violated  the  law. 

The  secretary  of  the  treasury  strongly  fevored  the  measure. 
The  continued  advance  in  the  price  of  gold  was  attributed  by 
him  to  tvvo  causes — ^the  increase  of  the  notes  of  local  banks, 
and  the  efforts  of  speculators.  Not  many  members  of  Congress 
believed  that  gold  speculation  could  be  suppressal  by  law. 
That  these  speculations  were  harmful  to  the  national  credit 
was  denied  by  no  one.  Tlic  belief  was  general  that  the  specu- 
lators were  a  body  of  men  who  oared  far  more  for  their  per- 
sonal gain  than  for  their  country.  Senator  Cliandler,  of 
Michigan,  did  not  hesitate  to  say  tliat  "  these  gold  gamblers, 
as  a  class,"  were  "  disloyal  men  in  sympathy  with  the  South," 
and  this  opinion  was  shared  by  many  others.  The  gold  ex- 
change was  a  swamp  wherein  human  character  quickly  sank 
and  never  recovered.  The  love  of  gain  was  fed  by  sacrific- 
ing the  national  credit  and  by  encouraging  the  disloyal. 
How  would  an  undertaker  be  r^arded  who,  acquiring  his 
^vealth  in  burying  the  dead,  rejoiced  over  the  sufferings  of  those 
around  him;    yet  the  gold  brokers  rejoiced   over    human 
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Hlmi^Iiter  and  national  defeat  because  their  gains  were  thereby 
in<'.nisi>i(Ml.' 

Nt'verthol(»SH,  the  influence  whicli  the  gold  speculators  ex- 
erted in  tlie  gold  market,  as  well  as  the  local  banks,  by  ex- 
jKinding  their  issues,  was  exaggemted.  Mr.  Chase  was  fiiulty 
in  his  diagnosis  of  the  auise  of  the  gold  sjxxiulation.  Many 
(•:iusi»s  (Huitributeil  to  lieigliten  the  variation.  The  operations 
of  tht»  stcK'k  biKird  were  only  one  cause,  and  not  always  the 
most  important.  One  of  the  senators,  when  discussmg  the 
p>ld-lnll,  stattnl  the  «uisi\s  of  the  fluctuation  so  well  that  his 
wonls  aa'  worth  ix»|K^ating :  "  It  is  the  immense  business  that 
yiuir  citizens  are  now  cariying  on,  domestic  as  well  as  foreign; 
it  is  the  immense  issue  of  railroad  bonds  and  State  bonds;  it 
is  the  immense  amount  of  bonil<  which  your  local  corporations 
thnuighout  the  whole  extent  of  the  United  States  are  issuing 

*  Mr.  MK^ilLvh,  C'onipti\»llor  of  the  Ciirrenoy,  in  Ms  second  report,  said : 
*'  Mi>stilitv  to  tlic  i:ovonimont  ha;»  Uimi  a^  de^-idedlv  manifested  in  theefibrt 
that  h:;<  Kvn  niado  in  the  iMnunomal  metro]H4i>  of  the  nation  to  depreciate 
the  i'urrt^nov  as  it  has  Uvn  bv  the  enemy  in  the  tiold :  and,  nnfortnnatelT, 
the  etVort  of  symjutluxors  with  the  rt-K^llion.  and  of  the  asrents  of  the 
i\'K»riioii>  Siatis  to  piv'straio  ihi-  national  cr\»«iit,  has  l>een  strt>n<:thened  and 
>;is[aiiu\l  by  th^usjinds  in  i!io  K\val  Siaie>  whi«<»  iH>IiticaI  tidolity  it  might 
Iv  uncenoiNuis  to  om-siion.  linmonM.*  inien.'sts  have  Iven  ai  wt-rk  all  over, 
and  i^^n*v^.tr.l!evi  in  Now  York.  t.»  r.i:>o  the  price  of  iviu.  and  5}ileDdid 
fv^rnims  have  Nvn  npK-^rin'.iy  n-.ado  by  ihoir  suiw-:^  .  .  .  liold  lias  been 
.•\  favorite  aniclo  to  c.^ir.blo  in.  It  has  Uv«  forvwi  i:i»  by  ihive  tricks  and 
\:f\iwx>  ih;*.t  .Art*  s*»  wili  ui>dorsu»^xl  at  the  st^vk  Kwid.  .  .  .  The  edect  of 
.1*.:  i:lU.  h.-j>  Uvn.  !:oi  i^'  I  ixak  down  the  creilit  of  ihc  covemmcnu  l»ui  toin- 
i  n.'.iM?  eivrv.uMisiy  :l:o  o  .^i  oi  the  t-ar  and  the  eAjyr.M.*  of  livic;; :  fvv however 
s:!*..-.*l  :•/.--.>■  h:ivo  Uvn  the  ^\  nr.^.x'tion  Iviwixn  the  pri^v  ot  i»in  and  oar 
d  !•.:*>: io  p^\L•.*■ts.  every  ri<*-  of  c^'sd.  r..>  m.ister  ly  what  DMan$  edectc«L  hss 
Uv::  ■.:i<^:  a<  a  preiix:  by  h^.d^r^  avA  sivxniUtors  i-.*r  an  adruKV  c/  priev^ 
:o  v  .e  .:rt\«  injury  i>f  tiie  »;vTvrt2iue4Ji  :ki:d  the  a^rrow  v>:  a  Urye  fwnico  oC 
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for  the  purpose  of  aoeomplishing  some  particular  local  or 
general  improvement.  The  whole,  in  one  sense,  is  a  specie  of 
currency,  by  means  of  which  tlie  business  of  the  country  is 
being  conducted."  ^  A  financial  publication  which  looked  at 
the  fluctuations  from  a  shorter  range,  said  :  "The  true  cause  of 
such  changes  lies  in  the  large  volume  of  paper  money,  in  en- 
hanced prices  of  commodities,  in  extraordinary  importations 
from  abroad,  and  in  the  inevitable  demand  for  all  the  gold  we 
can  produce  to  liquidate  such  importations."  ^  The  speculators 
were,  in  truth,  less  powerful  in  influencing  the  price  of  gold 
than  many  believed.  Whatever  may  have  been  their  influ- 
ence paper  money  was  a  far  more  jwtent  agency  in  working 
havoc  to  the  morals  of  the  people  and  the  credit  of  the 
nation. 

The  law  was  enacted  on  the  17th  of  June^  and  lived 
only  fifteen  days.  Born  in  great  doubt,  its  life,  though  ex- 
tremely short,  was  long  enough  to  cause  no  little  commotion 
and  harm.  While  no  one  was  very  hopeful  of  extirj)ating  or 
even  lessening  speculation  in  gold  l)y  legal  process,  except, 
perhaps,  tlie  secretarj'  of  tlie  treasury  and  Senator  Lane,  of 
Kansas,  it  was  not  believed  that  the  law  could  operate 
injuriously  lo  any  i)erson  or  interest.  Yet  its  ojxiration  was 
disastrous.  Within  a  week  atter  enacting  the  law,  the  price 
of  gold  had  risen  thirty  per  cent.  Had  this  been  the  first 
attempt  to  check  the  evil.  Congress  might  have  been  pardoned ; 
but  that  body  had  sought  to  arrest  the  rise  in  the  price  of  gold 
by  authorizing  the  ase  of  gold  certificates,  and  afterward 
by  granting  authority  to  the  secretary  of  the  treasury  to  sell 
gold,  and  neither  of  these  expedients  had   been  successful. 

^  Globe,  April  15, 1864,  P- 1^^-  '  19  Bank.  Mag.,  p.  3. 

*SS  OoDg^  fint  fewon,  chap.  127. 
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r'ori((rf:>^H  rni^ht  havv:  hmviii^fl  from  previoas  experiments  to 
limit  tli<;  mt/;",  of  intr;r«jht  tiiat  a  ctimmorcial  law,  designed  to 
|iroliiKiL  vvlial  the  (x^iplr*  are  generally  determined  to  do,  will 
nol.  nnly  fail  l>iit  intensify  tlie  existing  mischief.  No  truth  is 
fiion^  rilmrly  t¥il  forth  in  the  stwng  pagcis  of  Buckle.  In  the 
riiH4*  of  lilt'  uHiin'r,  he  i.s  unwilling  to  lend  unless  compensated 
for  the  «l;iiig<T  he  iiirrni-rt  when  violating  the  law.*  The  gold 
Act  hiul  the  wune  filiw;!.  as  hiws  of  a  similar  nature  designed  to 
limit  the  rate  of  money. 

A  g(HNl  fmaneial  authority  and  staunch  sup[)ortcr  of  the 
Union  remarke<l,  liv<Mlays  alU'r  the  enaetmcnt  of  the  law, "  It 
in  out*  of  the  moM.  cxtraonlinary  and  visionary  acts  of  l^s- 
hition  cviT  |msM(Hl  in  this  or  in  any  other  country.  So  for 
from  aiJinj;  tlie  t^overrunent  in  its  tK»sign  to  put  down  specu- 
hilion  among  Imikers  and  s|H*euhitoi's,  it  has  had,  and  will 
(Muitinue  to  have,  an  entin'Iy  dillertMit  effect.  The  rate  in 
Wall  stnrt  imnusliately  advarnxnl  to  two  hundred,  two 
hundriil  and  live,  two  hundriHl  aiul  ten,  and,  in  fact,  to 
two  hnndnsl  and  twentv-tlve.  This  in>ld  Act  is  only  one 
n»oiH'  in^tanee  of  tlie  niter  useKssness  of  the  attempt 
on  the  jKU'l  of  (\»ni;iv-<s  tt>  intorteiv  with  the  ordinary 
IniNiness  t r.uis:»et ion^  oi"  a  eiunmeivial  eitv.  The  cause 
of  the  riM'  in  i^oKl  dins  not»  ilid  not,  arise  in  Wall 
Mixvt.  The  i-:ni'-e  was  in  the  uuwisi*  issue  ot's^^veral  hundred 
millliMi>  ol*  |»ii|H'r  v'unvnev  at  \Va>hinirton,  and  in  the  enop- 
nu»u>  im|H»iiauons -  tolU»wi!ii:  this  uuixdliHl-tor  intlaiiou.     The 

*  "  TNis*  vvnnv!\*iiion  \-:i»  only  Iv  lua^U*  l\v  the  Ivrn^wvr.  who  U  obliged 
to  fsv  \k\\tk{  is  in  r\vili(,<^ .  »  tiouMo  intexx^ :  ono  iutcxv*sc  tyr  the  natunl 
ri>jk  o»  I  ho  Uvi&k  .«ivi  .u»<'(hvr  iWiu  (ho  extra  fUk  I'tx^m  ih«r  lav."*— AdUc* 

**'  I'ho  «l«%«q«4UMi  %«t'  a^«Id  hv  the  puMio  tttVMirT  h»  akM  Um  oi^cct  of 
the  >|H\*\iUtoTsk     rhv*  kuokv  ihu>  i»k«u  ft\Mu  Um  luarkw  ibe  Wm 
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treasuiy  has  produced  this  state  of  things,  not  the  people." 
So  ineffective  was  the  gold  Act  to  secure  the  objects  desired, 
and  so  detrimental  to  the  commercial  interests  of  the  country, 
that  a  special  meeting  of  the  Chamber  of  Commerce  of  New 
York  was  held  on  the  22d  of  June,  and  a  memorial  to  Con- 
gress was  prei)ared,  setting  forth  the  evils  of  the  law  and 
asking  for  its  immc<liate  repeal.  Congress  had  enacted  the 
law  with  great  hesitation,  the  Senate  discussing  the  subject 
fully ;  the  repeal-bill  was  quickly  passed  by  both  houses.  It 
\VQ3  said  at  the  time  that  no  measure  of  the  government  had 
produced  more  surprise  or  more  distrust  of  the  administra- 
tion than  the  gold  Act.  Emanating  from  the  treasury,  and 
urged  persistently  on  Congress  by  the  head  of  that  depart- 
ment, the  effects  of  the  measure  re-acted  on  the  adminis- 
tration with  great  force.^ 

Not  only  was  gold  j)itched  into  the  arena  of  speculation  by 
the  saspension  of  spocia  payments  and  the  increase  of  the 
paper  circulation,  but  the  exportation  of  gold  was  quickened 
and  enlarged  by  these  events.  At  the  time  of  suspending 
specie  payments  the  exchanges  were  nmuing  in  favor  of  this 
country.  The  rise  in  the  price  of  gold  and  foreign  exchange 
was  first  induced  by  considerable  ordere  from  the  government 
for  foreign  war  supplies  (whicli  could  be  paid  only  in  gold  or 
foreign  bills),  and  after\vard  stimulated  by  the  return  of  large 

&r  the  wants  of  commerce ;  and  it  is  a  fair  conclusion  that  the  premium 
Upon  it  will  be  forced  up,  just  to  the  extent  to  which  8|)eculatorH  can  oblige 
the  pdbllc  to  pay  for  it,  through  the  merchant,  who,  to  supply  the  public, 
Imports  merchaiidise  and  pays  duties  upon  it.  It  makes  but  little  difierence 
to  him  what  is  the  rate  of  gold,  so  long  as  the  public  are  willing  to  pay 
•nmmfa  in  currency  to  enable  him  to  buy  the  gold  and  realize  his  profit"— 
Ike  Brioe  (/  OM  and  the  PreMmey. 

110  Bank.  ICag.,  pp.  8,  4  and  77. 
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quantities  of  Amcricau  stocks  belonging  to  foreign  holders 
who  were  frightened.^  These  securities  were  sold  at  a  heavy 
loss.^  This,  however,  was  not  the  only  reason  for  sending 
gold  abroad.  Enormous  sums  were  ex2)orted  throughout 
the  war  to  iray  for  foreign  goods.  Many  persons  who  were 
ignorant  of  tlie  resources  of  the  country,  and  who  had  little 
or  no  faith  in  its  recui>erative  i)ower,  hastily  (jonvertcd  their 
cash  and  securities  into  gold,  though  })aying  dearly  for  the 
exchange.  Others,  who  ix)sscssed  surplus  capital,  invested  in 
exchange  on  England  and  the  Continent,  at  rates  previously 
unknown  in  Wall  street. 

Whatever  may  be  said  concerning  the  public  expediency  of 
inflating  and  depreciating  the  currency,  this  jwlicy  coincided 
with  the  interests  of  the  sellers  of  land  and  all  kinds  of 
mercliandise,  because  their  tide  of  profits  conseciuently  rose 
higher.  No  one,  perhai)s,  saw  this  effect  more  clearly  than 
Mr.  Morrill.  "  It  is  most  unfortunate  that  our  currency  is 
subject  to  so  great  fluctuations,  as  the  tendency  is  to  draw 
even  solid  men  into  the  arena  of  82)eculators,  where  they  may 
invest  legal  tenders  in  stocks  or  other  2)roperty  with  a  view 
to  a  rise.     This  makes  it  for  the  interest  of  all  property 

*  "  The  markets  of  £uroi>e  h:ive,  for  years,  been  besieged  for  the  purchaae 
of  American  State  bonds,  railroad  shares  and  bonds,  city  and  other  corpor- 
ate bonds.  These  efTorts  were  succesHful  to  an  amount  variously  estimated 
at  two  hundred  to  three  hundred  millions  of  dollars.  Upon  the  first 
revulsion  of  the  market  at  home,  these  securities  have  been  returned  to 
>Vail  street  for  conversion  into  gold  or  exdiunge  on  £uro|)e,  even  at  a  Ion 
of  twenty,  or  thirty,  or  forty  jjer  cent.  These  orders,  to  the  extent  of  fifty 
or  one  hundred  millions  of  dollars,  have  l)een  executed  during  the 
current  year,  and  the  continual  high  price  of  gold  and  of  sterling  billa  are 
partly  the  results."— Money  market,  Jan.  No.  Bank,  Mag^  1863^  See 
GoBchen's  Foreign  Exchanges,  p.  48, 11th  ed. 

*  17  Bank.  Mag.,  pp.  491,  587. 
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holders,  and  especially  large  holders  of  merchandise,  to  depress 
the  value  of  legal  tenders.  .  .  .  This  speculative  fever  enables 
all  holders  of  merchandise,  whether  maimfacturers  or  mer- 
chants, to  realize  larger  prices  and  larger  profits  than  they 
could  otherwise  do.  With  the  idea  that  merchandise  is  sure 
to  rise,  they  advance  prices  and  realize  gains  in  advance.'^ ' 
Prices  rose,  therefore,  not  only  as  a  direct  consequence  of  issu- 
ing and  circulating  more  money,  but  from  the  harmonious 
interest  and  action  of  the  government  and  sellers,  the  former 
diluting  the  currency  to  quicken  the  sale  of  bonds,  the  sellers 
raising  prices  to  get  more  profits. 

One  of  the  eifects  of  issuing  legal-tender  notes  was  the  legal 
discharge  of  indebtedness  without  rendering  a  fair  return  to 
the  creditor.  It  has  been  maintained  that  this  was  one  of  the 
greatest  evils  wrought  by  the  Act.  The  pajier  dollars  given 
in  l^al  discharge  of  debts  were  worth  much  less  than  the 
specie  dollars  which  debtors  had  received.  This  is  unques- 
tionably true,  yet  were  not  many  creditors  i)aid  in  conse- 
quence of  enacting  the  legal-tender  law  who  would  not  have 
been,  had  payment  in  si>ccie  been  required?  By  inflating 
prices  it  was  easier  for  debtors  to  discharge  their  obligations. 

^  Cong.  Globe,  June  2,  1864.  "  Soon  after  issuing  legal  tenders  there 
began  to  be  a  small  premium  on  gold.  In  June  it  had  advanced  to  two 
and  one-half  per  cent,  and  fn)m  that  time  rose  rapidly.  The  government 
continued  to  issue  greenbacks  to  meet  the  pret^sing  exigencies  of  the  nation ; 
the  banks  issued  their  notes  to  increase  their  dividends,  and  between  them 
boUi,  aa  the  first  day  of  December,  18C2,  they  had  carried  the  premium  up 
to  thirty-three  and  one-half  per  cent.  This  was  an  alarming  state  of 
thiogB.  All  who  oould  appreciate  the  condition  of  the  currency  felt  it  to 
be  10.  An  important  crisis  had  arrived,  and  it  was  as  certain  as  anything 
could  be^  that  the  financial  policy  of  the  government  must  be  changed,  or 
Mtinntl  iiuolTency  would  ultimately  be  the  consequence.'' — Amasa  Walker, 
Jaa,  1866,  62  Hvite's  Jfco*.  Jfo^^  p.  24. 
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If  a  farmer  sold  liia  wheat  for  one  dollar  and  a  lialf  per 
bushel,  instead  of  one  dollar,  the  priee  before  the  war, 
he  would  get  as  much  for  one  hundred  bushels  in  1864 
as  he  did  for  one  hundred  and  fifty  in  ante-war  days. 
If  the  former  price  was  just  sufScient  to  enable  him 
to  jjay  his  oi*diuary  expcnditui'cs,  the  advance  enabled 
him  to  jKiy  hi.s  debts.  Thousands  of  debts  were  dis- 
charged which  had  \miu.  running  for  years,  not  because  debtors 
were  content  with  their  condition,  but  because  they  could 
not  improve  it.  Though  great  injastice  was  [leqietrated  in 
many  cases,  in  a  far  greater  numl)er  creditors  were  jmid  who 
would  not  liave  been  if  prices  had  not  advanced.  Govern- 
ments do  not  hes-itate  to  pass  bankruptcy  laws  whereby 
(leljtors  are  discliarge<l  from  their  obligations  without  paying 
the  full  amount,  and  sometimes  without  paying  anjihing ; 
suruly  the  lo.-s  which  creditors  sustained  in  consequence  of 
enacting  the  Icgal-tondi-r  hnvs  was  much  less  projwrtionally 
than  that  «jf  the  crcilitors  whose  obligations  were  extinguished 
by  the  substKjuent  national  bankrupt-law.  AVe  think  the  fiicts 
sustain  the  deduclion,  that  while  many  creditoi's  suffered  from 
the  oiK-ratiou  of  the  legtil-tender  law,  a  much  larger  number 
reji^ic'jd  in  receiving  money  which  had  long  before  been 
charged  to  the  profit  and  loss  ac(.'ount. 

If  the  legal -tender  law  were  advantageous  to  this  class 
of  debt<.)i*s,  it  was  not  to  subsequent  ones.  The  government 
especially  was  a  hejivy  loser  l>y  the  advance  in  prices.  A  jMUi; 
of  tiie  advance  was  caiLsed  by  the  enormous  demands  of  the 
government.  AVar  is  an  extremely  wasteful  business,  and 
vast  quantities  of  the  commodities  usually  produced  were 
demanded  beside  others,  more  especially  arms  and  other  muni- 
tions of  war.    Said  a  thoughtful  writer,  in  1862,  "  Before  we 
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blame  the  banks  or  the  government  for  all  the  derange- 
ment of  the  currency,  let  as  ask  ourselves  whether,  if  the 
government  spent  every  day  one  and  a  quarter  millions  in 
gold  coin,  it  would  not  cause  a  great  inflation  in  all  values." 
The  writer  maintained,  therefore,  that  much  of  our  financial 
derangement  was  the  result  of  the  war,  in  distributing  laige 
sums  among  us,  and  not  the  result  of  misdoing.  If  specie 
payments  had  been  maintained,  doubtless  a  large  advance  in 
prices  would  liave  occurred,  and  the  public  debt  Avould  have 
been  correspondingly  increased.  But  prices  also  rose  in  con- 
sequence of  the  enormous  increase  of  the  paper  circulation. 
Both  causes  acted  immediately  and  powerfully  to  enhance 
them.  Had  specie  payments  been  maintained,  or  had  the 
quantity  of  the  [)aper  circulation  been  less,  the  public  debt 
would  not  have  been  so  large.  Saspeusion  and  inflation  con- 
tributed to  increase  the  j)ublic  bunlen  of  indebtedness,  the 
weight  of  which  more  than  one  generation  will  know  and  feel. 
Private  debtors,  too,  suffered  in  the  same  manner  as  the  gov- 
ernment. Their  Iwrrowed  money  had  less  purchasing  power 
than  before  the  inflation  of  prices.  The  interest  account  was 
heavier,  the  rate,  moreover,  was  often  higher,  and  when  the  prin- 
cipal Avas  finally  paid,  after  prices  had  shrunk  back  ])erhai)s 
to  the  old  figures,  then  the  borrower  com] )rf bended  the  true 
cost  of  an  inflated  pajXT  money.  At  first,  it  seemed  a  very 
cheap  way  to  get  more  money,  to  make  pajx^r  and  i)rint  certain 
matters  thereon,  and  when  a  farmer,  for  example,  borrowed 
it  to  pay  for  his  farm,  and  sold  his  wheat  at  a  dollar  more  {x;r 
bushel  than  he  did  before  the  era  of  legal-tender  notes,  he  verily 
thought  that  paper  money  was  a  blessing.  When,  however, 
the  price  of  wheat  declined  and  the  gap  of  debt  could  not  Ix: 
BO  easily  filled,  he  learned  the  cost  of  taking  greenbacks 
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iiistcMuI  of  s|)ccie  wlicn  making  liis  loan.  Had  he  borrowed 
siM'cio,  the  amount  rc»qnired  would  have  been  much  smaller, 
all  \mvvti  would  have  been  correspondingly  lower,  oonse- 
quontly  he  wuld  liavc  finally  discharged  liis  debt  with 
much  greater  ease.  This  truth  became  sadly  clear  in  the 
light  of  the  thousands  of  bankruptcies  wliich  occurred  in  the 
suk^H|uent  era  of  falling  prices.* 

Another  cifect  of  inflating  the  monetary  circulation,  it  has 
Ixvn  maintiiineily  was  to  stimulate  subscriptions  to  the  national 
l>onds.  Did  the  issue  of  government  jxiper  money,  however, 
have  such  a  magictil  efRvt  in  this  reganl  as  so  many  imagine? 
C>f  i\>ursi%  all  the  notes  issueil  discharged  an  equivalent 
amount  of  public  debt.  AVhen  reccivetl  by  the  govemment- 
cnxHtors— soldiers,  omplovoes,  contractors — ^they  Avere  soon 
exi'hangixl  for  other  things.  Many  creilitors  bought  govem- 
mont-lHUids  with  thorn.  Sup|H>se  the  government,  instead  of 
issuing  notes  to  its  cnxlitors,  had  issueil  bonds  to  them  in 
disi»hargi*  of  their  indobteilnoss,  would  the  notes  have  been 
ui\\*ss5ir}'  in  that  event  in  onlor  to  stimulate  sube(*riptions ; 
suivly  not.  l^ut  the  gv^venunent  simply  issued  promises  to 
jviy  to  all  cnxlitors,  and  atlorwanl  o.xchangeil  one  kind  of 
pn>mi<i^  for  auothor.  In  tnith,  creditors  tiX)k  various  kinds 
of  g\n\Tnmont  oblisrations  tor  their  claims,  demand  treasury- 
uvUt^  that  won^  u<.»t  U*^al  tondor,  losral-tender  notes*  notes  run- 
ninsr  tVvnu  a  low  w^vks  to  thnv  years,  Umds,  certificates  of 

*  Sdr.uiol  H^v)HT,  ono  «'f  sho  m\>st  induonti.il  and  intelUs«iit  iditicftteiof 
the  \^nl-tomKT  U^:!*lsiion.  n?markt\1.  in  a  si^iwh  in  il.o  House,  in  Febnmrr 
21.  lS(y\  **  Tho  l^^ii^'s  aih)  the  inivnvcnitnce  I'sii^d  bv  ihe  defwecUtioD  of 
the  uuHi^v  of  ;hc  iXHiniry  in  K\M).s«\;ui'noe  of  the  addiuon  of  th«  kgal-Mndcr 
iK^ttfs  to  the  ointsUs;o:i,  woro  ivrt;iinly  ^rrvater  than  ww  expcct«d  br  Ihon 
who  inisuit«d  and  ahirxx^tttfil  the  measure :  {>axtlr  Kksiim  the 
A  $i\Mter  mapuiude  and  a  ^>nj?:r  diiratiiHi  than  w»  then  « 
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indebtedness ;  in  short,  whatever  the  government  gave.  Those 
bearing  no  interest  were  often  converted  into  bonds,  because 
these  were  considered  the  most  desirable  investment  of  the 
time.  What  stimulated  the  purchase  of  bonds  was  not  the 
issue  of  more  paper  money,  but  the  employment  of  more  men 
at  higher  wages,  the  purchase  of  enormous  quantities  of  goods 
by  the  government  at  exceedingly  profitable  prices  to  the 
sellers,  whereby  they  suddenly  became  the  possessors  of  large 
means  to  invest  in  new  ways. 

One  of  the  principles  which  regulate  the  quantity  of  money 
needed  by  a  country  is  the  rapidity  of  its  circulation,  and  a  far 
more  important  one  in  our  time  is,  how  far  can  checks  and 
bills  of  excliauge  be  used  as  a  substitute.  Money  is  always 
circulated  more  slowly  by  the  government  than  by  individuals, 
yet  it  could  have  obtained  all  that  was  needed  Avithout  diluting 
it.  When  profits  in  business  increased, — in  other  words,  when 
the  people  recovered  from  the  depression  which  existed  at  the 
outbreak  of  the  war,  and  made  money, — ^they  had  a  surplus  for 
fresh  investment  and  their  subseciuent  large  and  speedy 
profits  were  the  consec{uence  mainly  of  the  enormous  demands 
by  the  government.  During  the  year  1879,  the  heavy  cloud 
of  depression  which  had  hung  over  the  country  for  six  years 
passed  away,  and  the  people  once  more  began  to  add  to  their 
wealth.  Business  eveiywhere  revived,  thousands  of  spindles, 
long  silent,  gave  forth  a  cheery  sound,  and  many  a  place  was  re- 
lighted with  furnace-flame.  The  farmer,  too,  rejoiced  over 
splendid  crops,  and  a  better  market.  The  price  of  almost  every- 
thing advanced,  the  record  daily  made  in  account  books  was 
speedily  changed,  profits  were  entered  instead  of  losses,  and 
large  sumB  were  accumulated.  New  railroads  were  planned, 
and  other  oolossal  enterprises  were  launched  in  which  this 


154      FINANCIAL  JILSTORY  OF  THE   UNITED  STATES.      [1864. 

newly-created  wealth  was  invesred.  That  golden  wave  of 
prosperity,  which  rolled  over  the  country  like  the  outburst  of 
the  earth  on  the  return  of  the  sun,  cannot  be  traced  to  a  new 
monetary  supply,  for  there  was  none.  The  people  had  money 
to  invest  because  they  weixi  making  money.  The  money  loaned 
to  the  government  during  the  first  year  of  the  war  was  not 
drawn  from  immediate  profits ;  much  of  it  was  idle  capital, 
like  tliat  in  the  banks  at  the  present  time.  But  the  amount 
was  not  \QT\  great.  After  a  short  jKjriod  ever}'  man  was  busily 
and  profitably  engagetl.  Fortunes  increased  rapidly,  and 
from  these  sources  the  treasury  was  replenished. 

The  existence  of  so  much  pajxir  money,  or  the  fear  of  its 
depreciation,  stinmlated  its  circulation.  Ever}'  addition  to 
the  quantity  increased  the  use  of  it,  and  thereby  aggravated 
the  evil  of  its  presence.  In  April,  18G4,  a  Republican  mem- 
Ikt  of  the  Committee  of  AVavs  and  Means  touched  on  this 
tfubject  in  a  six?ei4i  in  the  House,  in  which  he  said :  "  The 
common  impulsje  lias  been  to  get  rid  of  the  currency  of  the 
country.  Thus,  evorv  man  and  woman  in  the  nation  seeks  to 
own  something  that  cannot  perish.  The  manufac*turer  buys 
and  fills  his  factory  with  the  raw  material,  the  merchant  his 
warero*.»ms  with  the  merohaudiso  with  which  he  is  familiafi 
tlio  oapiralisi  his  trunk  with  Umds,  niorigiiges,  and  stocks ; 
v»hile  the  sj.K.vulator,  watching  the  advancing  tendency  of  all 
kinds  of  securities,  usi*s  his  creilit  to  its  utmost  tension,  trades 
to  the  extent  of  millions  in  local  stocks,  securities  and  commo- 
dities of  the  countrv." 

The  eflect  of  issuing  government-notes  on  im{x>rtatioiis  is 
not  easilv  deiermineil.  '"A  reilundant  curpenc\\"  wrote 
Anuisa  "Walker,  in  1875,  "always  incresises  importations^ 
cs^Kvially  of  luxuries,  and  causes  a  demand  for  gpld  for 
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exportation.  The  statistics  of  the  national  treasury  show 
indisputably  that  importation^  are  governed  by  the  currency. 
The  larger  the  volume  of  tlie  currency,  the  greater  the  amount 
of  foreign  imports.  Nothing  is  more  certain  than  the  oper- 
ation of  this  law.'^^  On  former  occasions,  when  the  Issues 
of  pajKir  money  were  expanded,  it  was  redeemable  in  gold. 
As  specie  payments  were  now  suspended,  the  premium  on  the 
gold  bought  to  pay  for  the  goods  imported,  and  the  duties 
thereon,  were  added  to  the  price  which  importers  asked  for 
them.  Had  all  prices  followed  the  depreciation  of  paper 
money  measured  by  the  gold  standard,  Ave  suppose  that  im- 
portations would  not  have  been  affected  by  the  government 
issues.  lastead  of  following  the  depreciation  thus  measured, 
prices  greatly  varied  from  it.  So  far  as  the  advance  in  prices 
exceeded  the  premium  on  gold,  one  might  reason  that  the 
tendency  was  to  check  im|X)rtations ;  in  truth,  money  had  be- 
come so  abundant  that  the  demand  for  the  products  of  the  Old 
World,  especially  those  of  luxur)^,  was  uuparalleled.- 

The  eiToct  of  issuing  this  flood  of  pa|Xir  money  on  labor  has 
been  the  theme  of  many  an  investigation.  Wages  did  not  rise 
in  harmony  with  other  tilings.  One  reason  was,  l>ecause  only 
an  actual  demand  for  labor  exists,  while  for  other  commo- 
dities an  actual  is  often  supplemented  by  a  speculative  demand. 
During  the  period  of  inflation  and  adjustment  to  a  higher 
level  of  prices,  wages  were  the  slowest  of  any  important  com- 
modity to  advance.  Unquestionably  laborers  were  among  the 
heaviest  sufferers  from  expanding  the  pafKir  circulation.' 

The  expediency  of  paying  interest  in  gold  was  often  ques- 

>  62  Hunt's  Mer.  Mag.,  p.  26.  *  See  page  446. 

'See  InvcBtigation  relative  to  the  Causes  of  the  General  Depression  in 
Ubor,  House  Mis.  Doc,  No.  20,  45  Gong.,  third  session. 
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tioncd.  One  class  stoutly  maintained  that  such  a  policy  was 
essential  to  the  public  credit.  Mr.  Sherman  remarked,  in  a 
Senate  sjwecli,  in  1870,  "  If  the  interest  on  our  bonds  had  not 
been  |>ayable  in  coin  during  the  war,  it  is  probable  that  in  the 
terrible  depreciation  of  1864  our  paper  money  would  have 
dii^appeanxl,  and  the  people  would  have  resorted  again  to 
barter  in  gold,  in  dir?regiirtl  of  our  legal-tender  currency."  *  On 
the  other  hand,  it  was  contended-  that  by  employing  gold  for 
this  purjK)se  its  value  was  enlianced.  "  Permit  the  imi)orter8 
to  pay  the  government  in  its  o^^^l  notes,  and  not  only  will  gold 
fall  in  value  for  lack  of  a  market,  but  the  value  of  the  legal- 
tender  notes  will  l)e  enhanced  from  enlarging  their  field  of 
employment." 

The  last  effect  of  inflating  the  circulation  to  be  noticed  here 
was  to  stimulate  speculation.     To  Pope's  benediction — 

'*  Blest  pa^>er  credit !     Last  and  best  supply, 
To  lend  oorniption  li^'hter  xsinipi  to  lly," 

sptH?ulators  ctudd  lieartily  resjMind  oven  though  a  lighter 
wiuir  was  given  to  corruption.  They  wore  :ls  hoix?fullv  ex- 
citcil  by  the  event,  thouirh  springing  from  a  national  calamity, 
as  were  the  oliiT'^R^hs  of  Athens  "  who  traded  on  the 
agony  of  their   cvuntry.''      Sjx^culation   was   stimulated   in 

*  Mr.  .Shennan  *.vntinue».i :  "  This  simple  provi^on  for  the  collection  of 
dntit^  on  imjM^rts  in  s^^'d,  and  the  payment  of  interest  in  coin,  was  the  only 
ivn-^^rvative  stvurity  of  our  p;ijH?r  system.  "Witliout  that,  the  paper  balloon 
might  have  expUxleil,  as  it  did  in  the  Revolutionary  war  in  the  time  of  our 
fathers,  as  it  did  in  the  French  revolution  by  the  i#ae  of  a»ignat8  and 
minuLits,  and  us  it  did  in  the  Southern  Confe^ieracy,  where  it  ended  in  the 
entire  di-st ruction  of  the  public  creilit  of  the  Confeiienicy,  at  one  time  higher 
in  the  money  market  of  Clreat  Britain  tlian  our  ownJ^^Speeches,  p.  241. 

'  See  Erekine  Hazard  on  the  Currency,  p.  3- 
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part,  by  the  sudden  increase  of  wealth,  and  especially  by 
the  sudden  creation  of  a  class  of  rich  men,  government 
contractors,  and  the  like.  The  speculation  which  broke  out 
in  gold,  and  raged  with  stupendous  fury,  spread  like  a  prairie 
fire  to  stocks  and  other  things.  The  rapid  fortunes  that  were 
made  by  the  bold  pioneers  in  speculation,  "stimulated  the 
cupidity  of  the  whole  community."  Many  a  commercial 
reputation,  which  had  remained  unyielding  amid  the  fieiy 
blasts  of  numberless  temptations,  was  disintegrated  by  this 
subtle  and  malign  power.  Said  Mr.  Stebbins,  of  New  York, 
in  the  lower  House  of  Congress,  in  the  spring  of  1864, 
"  But  few  men  are  to-day  disinterested  spectators  of  this 
wonderful  mania.  Prices  have  steadily  and  rapidly  advanced 
for  more  than  two  and  a  half  years.  It  is  im{)ossible  for  this 
state  of  things  to  continue  wthout  ruin  to  the  people,  and 
destruction  to  the  government.  This  fact  is  so  transparent, 
that  it  needs  no  argument  to  prove  it."  Prices  afterward 
passed  through  a  long  |x?riod  of  depression,  and  then  recovered, 
and  are  falling  for  a  second  time ;  but  the  fever  of  s|)eculation, 
which  was  first  thoroughly  kindled  by  the  manipulation  of 
gold  after  the  suspension  of  specie  payments,  and  which  was 
quickly  intensified  by  the  unsettling  of  prices  through 
the  introduction  and  common  use  of  a  distrusted  monetary 
instrument,  has  l)een  raging  with  incre:isi ng  fuiy,  and  is  the 
most  serious  foe  with  which  honest  legitimate  biLsiuess  has  to 
contend.'     Of  the  evil  l^acies  left  by  the  war,  this  Is  one  of 

^  In  1865,  when  Mr.  McCulloch  was  at  the  head  of  the  treasury  depart- 
maat,  he  delivered  a  speech  at  Fort  Wayne,  Indiana,  in  which  he  said : 
**  There  are  other  objections  to  the  present  infl:ition.  It  is,  I  fear,  corrupt- 
ing the  pablic  morals.  It  is  oonyerting  the  business  of  the  country  into 
gamUing^  and  ■erioosly  diminishing  the  labor  of  the  ooontry.  This  is 
AhrajB  the  efiect  of  exoeauye  drcolation.    The  kind  of  gambling  which  it 
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the  worst,  and  shows  no  sign  of  pennancnt  exhaustion. 
There  have  been  short  lulls,  occasioned  usually  by  lack  of 
means,  but  the  desire  to  accumulate  a  fortune  in  a  day,  greatly 
quickened,  if  not  originating,  in  the  early  war  sjxrculatious, 
has  not  yet  been  satisfied.  On  the  other  hand,  that  desire, 
so  destructive  to  morality,  to  good  government,  to  social 
order,  to  the  ordinary  and  rightful  methods  of  business,  is 
burning  more  fiercely  than  ever.  Enthralled  like  the  legally 
defined  gambler,  every  loss  sustained  by  the  speculator,  instead 
of  producing  a  sobering  effect,  excites  him  to  try  again,  in 
order  to  retrieve  himself,  and  thus  the  game  is  continued  with 
•increasing  dcsjx^ration,  and  wth  losing  hope  of  ever  stoppings 
until  overtaken  by  bankruptcy  or  the  grave. 

produces  is  not  conrine<l  to  the  stock  and  produce  boards,  where  the  Yery 
terms  which  are  u^ed  by  the  operators  indicate  the  nature  of  the  trans- 
actions, but  it  Ls  ppreadincj  thnmgh  our  town  and  into  the  rural  districts. 
Men  are  apparently  getting  rich,  while  morality  languishes  and  the  pro- 
ductive industry  of  the  countr}'  is  l>eing  diminished.  Good  morals  in  busi- 
ness, and  sober,  persevering  industry,  if  not  at  a  discount,  are  oonaidered  too 
old  fogyisb  for  the  present  times," 
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CHAPTER  IX. 

TAXATION  AND  GROWTH  OF  THE  PUBLIC  DEBT. 
JULY  1,  1861— JDNB  80,  1802. 

Mb.  Chase's  report  to  Congress  in  July,  1861,  contained 
the  remark,  that  "  to  maintain  a  sound  financial  condition  a 
system  of  taxation  was  required  that  would  produce  a  sufficient 
revenue  to  pay  all  the  ordinary  expenses  of  the  government  in 
time  of  peace,  the  entire  interest  on  the  public  debt,  beside 
creating  a  gradually  increasing  fund  for  the  redemption  of  the 
principal.^'  It  was  not  important,  he  said,  two  years  after- 
ward, "  so  long  a.s  it  seemed  highly  probable  that  the  war 
would  be  speedily  brought  to  a  successful  close*,  that  the  rev(^ 
nue  should  largely  exceed  the  ortlinaiy  expenditures  and  the 
interest.  On  the  contrary,  it  seemed  wisest  to  obtain  the 
means  for  nearly  the  whole  of  the  oxtraonlinary  expenditures 
by  loans,  and  thus  avoid  the  necessity  of  any  (X)nsiderable  in- 
orease  of  burdens  of  the  {)eople  at  a  time  when  the  sudden 
outbreak  of  flagitious  rebellion  had  deranged  their  business 
and  temporarily  diminished  their  inctmu^?.  The  financial 
administration  of  the  first  fiscal  year  was  conductol  upon  these 
ideafi.''  Congress,  reganling  the  future  with  cfpial  hope,  at  the 
special  session  in  1861,  provided  for  raising  by  loan  all  the 
money  which  the  secretary  deemed  needful  to  carry  on  the 
WIT.  Of  oourse^  it  was  impossible  to  make  an  accurate  esti- 
mate of  the  expenditures,  for  the  future  could  not  be  foretold. 
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payment  of  the  tax,  except  Delaware,  the  territory  of  Colorado, 
and  the  eleven  rebellious  States.  The  government  proceeded 
to  collect  the  tax  in  Delaware  and  Colorado  through  internal 
revenue  officers,  and  in  the  rebellious  States  through  direct 
tax  commissioners.  At  the  time  of  enacting  the  law  the  gov- 
ernment was  indebted  to  each  of  the  States  for  money  advanced 
to  pay  for  enlisting  and  equipping  soldiers.  This  indebted- 
ness was  applied  toward  the  sums  apjwrtioned  to  each  State. 

The  States  which  owed  money  to  the  government  paid  it; 
the  next  year  Congress  suspended  the  operation  of  the  law 
until  April,  1865.  In  1864,  however,  this  form  of  taxation 
was  extinguished,  except  in  collecting  what  was  yet  due  to  the 
government.*  The  United-States  direct  tax  commissioners 
completed  the  assessment  rolls  of  the  insurrectionary  States, 
levied  on  lauds,  and  sold  them,  and  collected  about  one-half  of 
the  apportionment.  These  proceedings  continued  for  many 
years,  and  have,  in  truth,  even  yet  hardly  ended.  Sums  due 
from  the  government,  arising  from  the  sale  of  land  in  some  of 
the  States  in  which  they  had  a  [Kjcuuiaiy  interest,  were  applied 
on  the  tax.  No  revenue  consequently,  or  only  a  ver}-  small 
sum,  and  hardly  worth  mentioning,  came  into  the  treasury 
from  the  direct  tax.^  The  income  tax  was  not  to  be  assessed 
until  the  beginning  of  1862. 

The  measures  devised  at  the  special  session  for  increasing 
the  national   income  by  taxation,   were,  therefore,  failures. 

'  The  States  included  the  amount  with  the  otiier  taxes  laid  on  the  towns 
■od  cities,  and  collected  the  same  without  any  appreciable  ezi)ense.  Sec 
Amasa  Walker,  50  Hunt's  Mer.  Mag.,  p.  104. 

»  Report  to  Com.  of  Inter.  Revenue,  July  14, 1870,  Ex.  Doc.,  No.  312,  41 

Goog^  second  session ;  Califomm  Case,  5  Comp.  Lawrence's  Decisions,  p. 

388;  Diiect  Tiz  Case,  3  Ibid.,  p.  331;  4  Ibid.,  p.  354. 
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The  revenue  from  imports  fell  oiF;  internal  taxation  yielded 
nothing.    The  nation  had  lived  on  borrowed  money. 

When  Congress  convened  in  December,  many  believed,  but 
not  all,  that  no  time  should  be  lost  in  introducing  a  more  pro- 
ductive system  of  taxation.  The  expenditures  were  rapidly 
increasing,  more  than  half  a  million  soldiers  were  in  the 
field,  and  the  estimates  for  the  fiscal  year  were  increased  to 
$543,406,422.06.  Clearly,  the  time  had  come  for  drawing 
more  deeply  from  the  well  of  taxation.  Evident  as  this  was 
to  many,  the  secretary,  in  his  annual  report,  handled  the 
subject  very  gingerly.  After  wisely  declaring,  tliat  "the 
first  great  object  of  reflection  and  endeavor  should  be  the  re- 
duction of  expenditure  within  the  narrowest  limits,"  and  that 
"  the  proj^erty  of  rebels  should  be  made  to  j>ay,  in  part  at 
least,  the  cost  of  the  rebellion,"  he  restated  the  principles  by 
which  he  conceived  the  proportion  of  taxation  and  loans,  which 
were  the  sources  of  income,  should  be  determined.  He  said 
that  reflection  had  only  confirmed  his  opinion,  that  adequate 
provision  by  taxation  for  ordinary  expenditures,  for  prompt 
payment  of  interest  on  the  public  debt,  and  for  the  gradual 
extinction  of  the  principal,  was  iudisixjnsable  to  a  sound 
system  of  finance.  The  idea  of  perpetual  debt  was  not  of 
American  nativity,  and  should  not  be  naturalized.  "  If,  at 
any  time,  the  exacting  emergencies  of  ^var  constrain  to  tempo- 
rary departure  from  the  principle  of  adequate  taxation,  the 
first  moments  of  returning  tranquillity  should  be  devoted  to 
its  re-establishment  in  full  supremacy  over  the  financial  ad- 
ministration of  aflairs."  What  use  did  he  make  of  these 
principles  in  his  recommendations  to  Congress?  It  waa 
"now  even  more  apparent"  tlian  in  July  that  duties  would 
not  furnish  a  fruitful  source  of  revenue.    Some  modification 
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of  the  existing  taritf  might  be  judiciously  made,  both  to  in- 
crease the  revenue,  and  sustain  American  labor,  skill,  and 
trade.  Though  believing  that  the  income  from  tliis  source 
would  increase  during  the  last  half  of  the  fiscal  year,  he  said 
it  became  the  duty  of  Congress  to  direct  its  attention  to  revenue 
firom  other  sources. 

What,  then,  were  the  secretary's  recommendations  with  re- 
spect to  direct  and  internal  taxation  ?  In  his  judgment,  it 
would  be  necessary  to  increase  the  direct  tax,  so  as  to  produce 
from  the  loyal  States  a  revenue  of  at  least  $20,000,000,  and 
to  lay  such  duties  on  stills  and  distilled  liquors,  on  tobacco, 
on  bank-notes,  on  carriages,  on  legacies,  on  paper  evidences 
of  debt,  and  instruments  for  conveyance  of  property  and 
similar  subjects  of  taxation,  as  would  produce  as  much  more. 
The  existing  provision  for  an  income  tax,  jiLst  in  principle 
because  requiring  "  lai'gest  contributors  from  largest  means," 
might  "ix)ssibly,  and  if  somewhat  modified,"  produce 
$10,000,000.  The  secretarj'  had  screwed  himself  up  to  the 
point  of  recommending  the  raising  of  §50,000,000  by  direct 
and  internal  taxation. 

"The  secretary  is  aware  that  the  sum  is  large  ;  but  seeing, 
as  he  does,  no  probability  that  the  revenue  from  ordinary 
sources  Avill  exceed  forty  millions  of  dollars  during  the  current 
year,  and  knowing,  as  he  does,  that  to  meet  even  economized 
disbursements,  and  pay  the  gradual  retluctiou  of  its  principal, 
the  appropriation  of  ninety  millions  of  dollars  will  Ixi  neciessary, 
he  feds  that  he  must  not  shrink  from  a  plain  statement  of  the 
actual  necessities  of  tlie  situation." 

And  this  was  as  &r  as  the  secretary  dared  go  !  Did  ever 
a  financier  present  a  more  luminous  exjxxsition  of  the  road  to 
rain  I    ''  It  most  be  seen  at  a  glance,"  he  remarked,  "  tliat  the 
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amount  to  be  derived  from  taxation  forms  but  a  small  portion 
of  the  sums  required  for  the  expenses  of  the  war."  "  For  the 
rest/^  he  added^  "  the  reliance  must  be  placed  on  loans."  If 
Mr.  Gladstone  erred  in  tr}'ing  to  put  the  entire  burden  of 
the  Crimean  war  on  the  English  people  at  once,  Mr.  Chase 
erred  in  delaying  to  put  on  as  much  as  they  were  willing  or 
desirous  to  bear.  Why  did  he  not  recommend  going  deeper 
into  the  pockets  of  the  people  ?  Could  they  not  afford  to  pay 
more?  It  required  no  argument  from  him  to  show  that  the 
people  could  Ixiar  such  a  burden,  although  he  presented  one. 
He  utterly  misconceived  their  temixjr.  It  is  said  that  the 
bankers  and  other  leading  men  in  New  York  sought  to  dis- 
suade him  from  recommending  larger  taxation.  Horaoe 
Greeley  was  among  the  number.  They  feared  that  the  war 
would  become  unjwpular  if  heavy  taxation  were  imposed. 
The  secretary  was  moved  by  this  fear,  and  also  by  the  expec- 
tation tliat  tlie  war  would  end  in  1862. 

Congress  gauged  the  feelings  of  the  people  more  perfectly. 
On  the  11th  of  January,  at  a  meeting  of  bank  delc^tes,  held 
in  Washington,  at  which  the  Finance  Committee  of  the 
Senate  and  the  Committee  of  Ways  and  Means  of  the  House 
were  present,  they  recommended  a  tax-bill  to  raise  $125,000,- 
000,  in  addition  to  the  duties  on  imports.  A  joint  resolution 
was  introduced  into  the  House  on  the  15th  of  January,  declar- 
ing the  intention  of  Congress  to  levy  such  an  internal  tax  as 
would,  with  the  duties  on  imports,  raise  a  yearly  revenue  of 
$150,000,000.  The  resolution  passed  the  House  with  only 
five  dissenting  votes.  How  different  was  their  action  from  the 
timid  recommendation  of  the  secretary !  This  pledge  carried 
the  six-per-<X3ut  bonds  of  the  government  from  ninety  cents 
on  the  dollar  to  one  hundred  and  seven.     Were  the  money 
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kings  of  New-York  City  afraid  of  taxation  for  themselves 
and  for  the  country  ?  The  members  of  the  chamber  of  com- 
merce of  that  city  have  always  been  influential  citizens, 
and  in  this  trying  exigency  they  did  not  hesitate  to  act 
The  secretary  of  the  treasury  certainly  could  not  have  been 
skaken  by  consulting  with  them.  On  the  24th  of  April, 
the  chamber  memorialized  Congress,  and  declared  "that 
the  masses  of  the  people  are  ready  and  desirous  to  contribute 
their  quota  to  the  ordinary  and  extraordinary  revenues  of  the 
country,  so  that  the  burden  of  exj)enditure  may  be  equitably 
distributed  between  the  present  generation  and  that  which 
shall  immediately  succeed  us.''  The  chamber  furtlier  declared 
that  "  the  current  expenditures  of  the  government  during  the 
present  and  coming  fiscal  years  demand  an  annual  public 
revenue  of  at  leiist  §250,000,000,  aud  that  probably  no  less 
sum  will  l)e  adequate  to  the  prompt  payment  of  such  ordinary 
annual  expenditures,  the  payment  of  the  interest  on  the  public 
debt,  the  establishment  of  a  sinking  fund,  aud  finally, — the 
restoration  of  the  public  credit  to  sueh  a  point  or  condition  as 
will  enable  the  treasury  to  negotiate  on  favorable  terms  the 
requisite  loans  of  the  present  and  futui-e  years." 

What  a  gap  between  these  figures  and  Mr.  Chase's  $90,- 
000,000  !  If  he  were  "  aware  "  that  internal  taxation  to  the 
amount  of  $50,000,000  was  "  large,"  what  did  he  think  of  the 
memorial  of  the  patriotic  and  far-sighted  business  men  of  New 
York  ?  They  prayed  Congress  to  frame  a  revenue  system  that 
would  yield  $264,000,000,  of  which  sum,  850,000,000  should 
be  paid  on  imports,  and  the  remainder  l^e  levied  on  the  sales 
of  goods'  and  other  property,  excises,  and  a  direct  tax.  Had 
Mr,  Chase  grappled  with  the  question  of  taxation,  as  the  New- 
*  See  xemarks  on  the  plan,  16  Rink.  Mag.,  p.  917. 
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York  Chamber  of  Commerce  grappled  with  it,  and  prepared 
bilb  embodying  his  views  for  introduction  into  Congress  as 
soon  as  that  body  convened,  a  vast  sum  would  have  been 
saved  to  the  country.     After  the  a(.1journmcut  of  the  special 
session  in  August,  he  did  nothing,  and  left  the  members  of 
Congress  to  grope  their  \vay  along  this  intricate  subject  as 
best  they  could.     This  wa^   the  question   of  all   questions 
on  which  they  needed  information  to  act  intelligently,  and 
after  the  joint  resolution  above  mentioned  was  passed,  months 
elai>sed  before  a  bill  could  l^e  matured  providing  for  increased 
taxation.     The  Ways  and  Means  Committee  lost  no  time  in 
cc^nsidering  the  subjec^t,  but  it  was  vast,  and  much  labor  was 
re<piired  to  collect  information,  and  hammer  a  bill  into  proper 
form.     The  secretary  could  have  done  much  of  this  work  for 
the  committee,  and  forwarded   legislation    by  montlis,  thus 
getting  the  measure  earlier  into  oi>eration,  and  swelling  the 
national  revenue,  and  what,  at  that  time,  was  far  more  import- 
ant,   improving   the   public  credit.      Thomas   Jefferson   has 
recorded  that  "  it  is  a  wise  rule,  and  should  be  fundamen- 
tal in  a  government  disix)sed  to  cherish  its  credit,  and  at  the 
same  time  to  restrain  the  use  of  it  within  the  limits  of  its 
faculties,  never  to  borrow  a  dollar  without  laying  a  tax  in  the 
same  instant  for  l>aying  the  interest  annually,  and  the  prin- 
cipal within  a  given  term,  and  to  consider  that  tax  as  pledged 
to  the  creditors  on  the  public  faith."     This  salutary  principle 
Secretary  Chase  did  not  fully  comprehend,  or  hesitated  to 
apply.     We  can  find  no  excuse  for  his  halting  tax-recommend- 
ations, and  for  his  neglect  to  obtain  the  needful  informatioDi 
and  prepare  the  necessary  bills.     The  only  reason  that  can  be 
given  for  the  secretarj''s  action  is,  he  did  not  comprehend  the 
importance  of  taxing  heavily  and  with  the  utmost  promptitude^ 
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nor  did  he.  a:  xbsz  linx.  ••=I>r-rr  :'>r  -sTiT  tt  ..::I:  -vci£r::>r  I:rs.rer 
than  a  few  months,  ii&rdr.iitLzti-^  in  iir  il::-  r--:  riLiv-ersil  r»rI5r:' 
says  his  bi«:^ispher,  iLai  wi:ii  "ll.-:  i-rvjiir^-z.!:-  -srhiii.  :ir  *r.'V- 
enimeot  wa»  making,  ""  lir:  "arir  r ' j:,:  r^  rD-3-i«i  L::  s  f:i;^ie 
year.*'*  This  o^ini--«a  di-i  :>:^  lair  •-•:;:  'iii.ui  M'.< I-ILiaV 
miserable  penixuular  c^^rnrislzTi  iillurv:. 

Nine  month?  had  alrea-iy  ipi-i:^  asj  :i>:  orh  revenue  haJ 
been  drawn  frjm  intemsl  =->UTOe»-  Ev^ry  o.nij.ltraiioa  •:•♦" 
public  policy  re^juin^i  iha:  iL^s^  -L-.-ui-i  }"r  tSecrually  t>jv2t-.i 
without  longer  delay. 

The  direct  tai  law.  ena^'ie'l  at  the  ^=pe<ial  j?o?-fii>n  in  1*61. 
provided  for  the  apfv.'intiaect  of  ••Scvrr?  v.*  exe:-uie  it.  Tlie 
chief  officer  was  to  be  calleil  a  roniniL^ioner  of  taxes,  anil, 

>  6chiidcen»  p.  3^     >Ir.  Sch^ic^er*  zziakc»  tie  K-lIi'-ring  plea  for  ihe 
■ecretajy:   "If  the  extreme  pniisirauoa  of  ih-  basint-s*  inie:«.ii  of  ihf 

oountiT  be  borne  in  mix>i.  and  th*:?  Jmp:*ruiD:  fact  thai  the  laivesi  ^um 

ezdoBiTe  of  loan*— ever  collectetl  from  the  \»&  j.le  in  anv  one  vt-ar.  arnl  that 
a  Tear  of  unnsoal  apparent  pr^sj^ritT  l?or>\  was  hut  a  fnuiion  over  s^v- 
entj-fonr  millions  (S74S}^J*jf/J(*.'2n  \  it  will  lie  conoeileil  that  Mr.  rha*e 
leeommended  ihe  hijrhe?l  ?aie  limit.  It  ii  iriij^rnnt  t--  rrmecil>er  als.>. 
that  the  income  of  the  povemnieni  fr»jm  all  iht:  s-iirLTe*  tf  jvrmanent  reve- 
nue, daring  the  four  fiscal  years  of  Mr.  Euchauan's  aduiiuistr.uixn.  wa>  f>iit 
a  fraction  over  ^225,(Xh).0<X».  In  l?o7,  it  lia.l  l«en  f^-i^.lwVj.oli:  in  ISoS. 
$46,665,365;  in  1859,  S53.4^»j.4'>5:  and  in  ISOO.  it  wa«:  >.Hi.0o4,59<A    The 

income  from  the  same  sources  during  the  tiscal  year  endins:  June  80,  lSf>l 

eight  months  of  which  were  pawned  under  the  adiuiniotmiion  of  Mr. 
Buchanan,  and  four  under  that  of  Mr.  Lincoln,  was  hut  $41.47(>.2'^)9.  The 
income  from  loans  and  treasury-note^  during;  the  yean*  l^r>S.  1.S50.  l.S«>0.  and 
1861,  was  $114,686,900,  of  which  $41,S95,300  wa«*  dorivcl  Jurini;  tlu*  fis*-il 
ywr  ending  June  30,  1861.  The  income  from  custoni»»  dnriujr  the  last 
quarter  of  1861  was  but  85,515.000.  From  this  hrief  ^tateulent.  it  is  appar- 
ent that  if  the  government  had  been  dependent  for  supjx^rt  ujK^n  ina)nu» 
from  taxes,  it  woald  have  Ireen  in  imnunent  danger  of  a  c'oIla|)se,  even  in  a 
period  of  unhealthy  peace." 
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under  the  direction  of  the  secretary  of  the  treasury,  was  to 
have  the  general  superintendence  of  the  officers  and  the  col- 
lection of  the  taxes.  No  ap|X)intment,  however,  was  made,  for 
the  loyal  States  having  assumed  to  pay  the  tax,  it  was  not 
necessary  to  put  any  machinery  into  motion  to  collect  it. 
The  law,  though,  was  of  some  worth  to  the  Committee 
of  Ways  and  Means  in  forming  a  bill  to  collect  a  larger 
revenue,  in  accordance  w^ith  the  spirit  of  the  joint  resolution 
which  had  been  passed  so  promptly  by  botli  houses. 

Mr.  Morrill,  of  Vermont,  was  chairman  of  the  sub-com- 
mittee, to  whom  were  entrusted  the  preparation  of  a  bill. 
They  labored  faithfully  on  the  subject  and  reported  on  .the 
3d  of  March.  A  week  having  l)een  given  for  printing  and 
studying  the  bill,  on  the  12th  he  opened  the  discussion  by 
showing  what  amount  ought  to  be  raised  by  internal  taxation 
and  the  principle  on  wliicli  the  measure  was  based.  At  the 
extra  session  §250,000,000  in  bonds  and  trcasurj'-notes  had 
been  authorized,  and  at  the  present  session  $610,000,000 
more  secairities  "  under  all  forms."  With  the  previous  debt 
the  nation  would  owe  $950,000,000.  If  the  war  continued 
through  the  year  1863,  after  deducting  all  receipts  into  the 
treasury,  the  public  debt  would  be  "nine  or  ten  hundred 
millions  of  dollars.  The  interest  on  the  debt  would  be 
$60,000,000  or  more,  the  onlinary  expenses  would  not,  under 
any  circumstances,  be  a  smaller  figure,  and  the  military  estab- 
lishment would  probably  require  an  additional  $25,000,000 
for  several  years  after  the  close  of  the  war.  We  must 
pay,"  he  said,  "  all  our  ordinary  expenses,  the  interest  on  all 
public  debt,  and,  over  and  above  this,  have  a  respectable 
sinking  fund  to  retire  some  portion  of  the  public  debt 
annually,  and  this  over-plus  must  be  sufficient  to  guaid 
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against  all  contingencies."  The  financial  measures  in  con- 
templation,  he  sought  to  show,  would  yield  even  more  than 
the  above  demands  on  the  treasury. 

The  committee  therefore  had  based  their  bill  on  sound 
principles.  In  preparing  it  they  had  gained  information  "  of 
considerable  value"  from  correspondence,  while  gentlemen 
interested  in  many  branches  of  industry  had  been  before  the 
committee,  and  given  facts  touching  nearly  the  whole  range  of 
subjects  covered  by  the  bill.  Mr.  Morrill  said  that  in  few 
instances  had  any  of  these  gentlemen  asked  to  be  exonerated 
or  exempted  from  tlieir  proper  share  in  sustaining  the  gov- 
ernment. "  It  is  true,"  he  remarked,  "  that  some  were  Mill- 
ing, perhaps,  to  see  pilgrims  by  their  side  bearing  a  larger 
pack  than  they  felt  to  be  wise  or  prudent  for  their  own  backs, 
but  all  were  willing,  and  eveu  anxious,  to  contribute  what 
appeared  to  them  to  be  just  and  reasonable ;  and  some  were 
willing  to  contribute  much  more  on  the  ground  that,  if  the 
duty  should  be  a  light  one,  they  could  make  no  advance  on 
the  consumer,  whereas  if  it  should  be  heavy,  they  would  at 
once  be  furnished  ^nth  an  argument  to  put  up  prices  upon 
stocks  on  hand,  as  well  as  on  all  amounts  hereafter  produced. 

"There  is,  perhaps,"  he  added,  "an  eagerness  in  some 
quarters  for  high  and  extravagant  duties  ujxjn  some  par- 
ticular article,  wliich  might  be  cited  as  conspicuous  evidence  of 
patriotism,  if  it  could  be  certainly  known  that  the  parties  had 
not  already  provided  an  ark  for  a  wet  day,  and  housed  their 
stock  beyond  the  reach,  as  they  suppase,  of  any  duty  or  tax. 
Seeking  to  avoid  all  extremes,  the  committee  thought  best 
to  propose  duties  on  a  large  number  of  objects,  rather  than 
oonfine  them  to  a  narrow  field,  and  thereby  be  forced  to 
make  them  excessive  in  amount,  and  for  that  reason  entirely 
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iiMivliiililo.  If  the  rates  could  be  thereafter  increased  in  any 
iiMljim.'<!  to  the  l)enefit  of  the  i-eveuue,  and  without  inflicting 
jiiiv  injury  uiK)n  any  quarter  of  the  country,  this  would 
hODii  Ik;  ascertained."  This  was  quite  contrarj'  to  thed<x*trine 
f»r  the  Xew-York  ChaniU r  of  G)mmerce,  and  Boston  Soard 
t>f  Trade. 

The  duties  proposctl  by  the  bill  rested  hea\nly  on  si>irits 
and  malt  liquora — about  one  hnndrcil  j^er  cent  on  raw  whiskey, 
fifty  JKT  cent  on  rum,  and  twenty-five  {x^r  cent  on  ale  or  beer. 
These  duties  were  far  Ix'low  the  [>oint  at  which  even  some 
prominent  di\^tillcrs  thouicht  thev  misrht  Ix^  safelv  carrieil,  and 
yet  largely  above  the  ix)i]it  indi(':ite<l  by  the  majority  of  those 
ingagcil  in  the  bu'^iness.  The  men  who  were  suiiix)sed  to 
have  stocks  on  hand,  and  those  who  would  destroy  the  traffic 
n^gfirdless  of  revenue,  for  onci^  agreed  in  the  })ropriety  of  au 
I'xorbitant  tax.  Al(\)hol  usixl  in  (he  arts  and  manufactures 
was  to  be  taxed  in  proportion  to  its  strength,  and  (m  whLskey 
(;xi>orted  a  drawback  was  to  Ix*  given  for  the  full  amount  of 
(he  dutv. 

Luxuries  were  to  Ik'  another  source  of  I'cvenue.  The  bill 
cml>raa;d  mercliants,  traders,  bankers,  brokers,  auctioneers, 
<|istillei-s,  I)rewers,  {xcMlcrs,  manufacturers,  theatres,  hotels  and 
t:ivcrns,  i)rof(.^si()nal  men,  and  other  classes.  The  amount  of 
revenue  from  this  sourc(j  was  estimated  at  ?3,000,(XK). 
Though  not  generally  re<[uired  in  this  country,  licenses  in 
Kngland  were  r(^gai-d(?fl  among  the  least  objectionable  modes  of 
taxation.  Tlie  strongest  obj(»cti(m  was  the  novelty  of  imposing 
on  any  lawful  oecuipation  a  license  from  the  national  authority 
for  its  exen^ise.  This  objection,  said  Mr.  Morrill,  "  nearly 
vanishes,  when  it  is  considered  that  a  license  is  not  so  much  a 
iH'rniit  for  carrying  on  business,  as  a  recognition  of  the  trade, 
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and  a  designation  of  the  premises  in  which  the  business  is  to 
be  conducted."  It  was  also  a  shield  against  unauthorized  and 
insular  competition. 

The  duty  propo^sed  on  unmanufactured  tobacco  was  three 
cents  per  pound,  and  no  drawback  on  that  exported.  A  duty 
was  proposed  on  illuminating  agents.  "  Gas,  when  properly 
made,  from  its  brilliancy,  absence  of  odor,  cheapness,  and  con- 
venience, i?vill  always  remain  the  paragon  of  lights;  and  thase 
who  turn  on  and  off  its  splendors  at  will,  can  generally  afford 
to  pay,  and  do  pay,  very  remunerative  prices  for  its  use. 
Here  is  an  instance,"  added  Mr.  Morrill,  "where  either  party 
is  presumed  to  be  able  to  meet  the  duty  ^nthout  hardship." 

A  duty  of  three  per  cent  was  proposed  on  manufactures, 
with  some  exceptions.  These  would  not  come  out  of  the 
manufacturer,  though  a  depression  or  glut  of  the  market  would 
make  him  suffer  loss.  The  cost  of  the  manufactures  to  the 
amount  of  the  duty  would  ]ye  borne  by  the  consumer,  "as 
much  as  if  added  to  the  cost  of  the  labor  or  the  raw  material." 
Tlie  drawback  allowed  would  preserve  the  foreign  market  to 
tlie  American  manufacturer.  "It  was  not  thought  best  to 
propose  duties  on  raw  materials  generally,  but  to  wait  until  all 
the  cost,  in  the  finished  state  at  the  time  of  sale,  was  added  to 
the  production,  and  thus  assess  the  duty  on  the  largest  values." 
From  this  source  it  was  ex|xxjted  that  850,000,000  of  revenue 
would  be  derived.  "  But  it  will  be  indis|)eusable  for  as  to 
revise  the  tariff  on  foreign  imj)orts,  so  far  as  it  may  l)e  seri- 
ously disturbed  by  any  internal  duties, — on  some  things  the 
tax  proposed  is  more  than  the  present  tariff, — and  to  make 
proper  reparation ;  otherwise,  we  shall  have  destroyed  the  goose 
that  lays  the  golden  eggs.  From  such  a  revision,  including 
some  articles  that  hitherto  it  has  not  been  considered  sound 
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{xjlicy  to  take  from  the  free  IL^t,  and  lower  schedules  of  the 
tariff,  it  is  expected  also  to  increase  the  revenues  several  mil- 
lion-f  of  dollars.  If  we  bleed  niamdactarer?  we  must  see  to 
it  that  a  pn>per  tonic  Ls  administered  at  the  same  time.  There 
avH  many  articles,  however,  where  the  tariff  is  now  high 
enough  for  revenue  or  protection,  which  will  receive  no  ad- 
vance." 

Railroads  also  were  subjected  to  taxation.  "  To  adjust  an 
erjuitable  tax  "  on  them  was  one  of  the  difficult  problems  for 
the  committee  to  solve.  The  committee  proposed  a  duty  of 
three  per  cent  on  the  .season  or  commutation  tickets,  and  on 
the  crjupons  or  interest  paid  on  bonds,  and  a  duty  of  two  mills 
on  pa.sj?engers,  other  than  season-ticket  passengers,  for  each 
mile  traveled.  By  adopting  such  a  plan,  the  tax  was  appor- 
tioiiwl  si^^mewhat  l>et\veen  the  o^nle^s  of  the  road,  whether 
foreign  or  domestic,  and  whether  represented  in  the  form  of 
strK.k  or  debt.  Railroads  could  add  the  duties  to  their  rates 
of  fare  if  they  chose  to  do  so.  Moreover,  to  deal  justly  by 
them  and  the  }>eople,  the  duty  was  exteuded  to  steamboats  and 
other  vessels. 

Stamp  duties  on  legal  and  commercial  doc*uments  were  also 
l)roposed.  England  once  trieil  the  experiment  of  collecting 
such  a  duty  of  the  American  colonists,  but  did  not  succeed. 
"  Practically,"  Mr.  Morrill  said,  such  duties  were  "  as  un- 
objectionable"  as  any  which  could  be  collected.  A  large 
revenue  was  expected  from  this  source.  Advertisements  were 
alsf)  to  be  taxed,  the  committee  believing  that  the  burden 
would  fall  on  the  person  for  whose  benefit  the  advertisement 
was  published. 

I-«a«t,  the  committee  proposed  to  retain  the  income  duty, 
which  was  a  feature  in  the  excLse  bill  passed  at  the  previous 
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session.  The  amount  of  the  exemption  was  changed  from 
$800  to  $600.  This  duty,  said  Mr.  Morrill,  "  is  one,  per- 
haps, of  the  least  defensible  that,  on  the  whole,  the  committee 
concluded  to  retain  or  report."  The  objection  to  it  was  that 
nearly  all  persoas  would  \ye  already  taxed  on  all  sources  of 
income.  Thi.s,  therefore,  would  be  a  double  tax.  There 
were  few  jiersons  in  the  country  who  liad  any  fixed  incomes 
for  a  tenn  of  years.  The  dividends  of  banks,  the  interest  on 
railroad  bonds,  and  United  States  official  salaries,  including 
members  of  Congress,  had  l)een  elsewhere  subjected  to  duties. 
**  The  income  tax  is  an  inquisitorial  one  at  best ;  but,  looking 
at  the  considerable  class  of  State  officers,  and  the  many  thous- 
ands who  are  employed  on  a  fixed  salary,  most  of  whom  would 
not  contribute  a  jienny  unless  called  upon  through  this  tax, 
it  has  been  thought  best  not  to  wholly  abandon  it.  Ought  not 
men,  too,  with  large  incomes  to  pay  more  in  proportion  to 
what  they  have  than  those  vnth  limited  means,  who  live  by 
the  work  of  their  own  hands,  or  that  of  their  families?*' 

Such  are  the  outlines  of  one  of  the  most  important  bills 
considered  by  Congress  during  the  war.  AVith  the  exception 
of  the  l^al-tendcr  bill,  there  was  no  other  which  called  forth 
such  prolonged  and  serious  discussion.  Ten  thousand  extra 
copies  of  the  rejwrt  were  printed  and  distributed,  and  opinions 
and  fiictB  were  solicited  from  every  quarter. 

On  the  next  day,  after  Mr.  Morrill's  si)eech,  amendments 
were  offered  and  the  remainder  of  the  discussion  was  on  these. 
The  debate  continued  almost  daily  until  the  8th  of  April, 
when  the  final  vote  was  taken.  Mr.  Stevens  made  a  short 
speech  of  a  general  nature  at  the  close.  He  remarked, 
among  other  things,  that  the  committee  were,  by  the  Canadian 
ledpiodty  treaty,  obliged  to  omit  many  articles  which,  with 
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II  li^lit  tiix,  would  have  produced  a  large  revenue.    The  bill 
{nimmmI  hy  a  vote  of  one  hundred  and  twenty-six  to  fifteen. 

( )ii  the  25th  of  May  the  debate  began  in  the  Senate  by 
H('<'ti(»ns.  The  House  amendments  were  so  numerous  that 
the  Finance  Committee  greatly  hesitated  to  report  the  bill 
with  them  for  the  consideration  of  the  Senate.  Mr.  Sim- 
mons, of  Rhode  Island,  wished  to  substitute  another  bill 
which,  he  had  ])n'imred,  and  Mr.  McDougal,  of  California, 
had  a  sc(H>nd  sulwtitutc  to  offer.  The  debate  was  continued 
almost  daily  until  the  6th  of  June,  when  Mr.  Fessenden,  in 
tlu»  t>nly  formal  s|Kvch  during  the  progress  of  the  bill,  closed 
the  long  del>:ito.  Ho  g:ive  an  account  of  the  financial  condi- 
tion of  the  gi>vomment,  ixnisidered  its  future  needs,  the  desire 
of  the  jKH>]>Ie  to  Ih»  taxoil,  the  things  that  were  to  be  taxed, 
tho  prinvMj>:d  ohangiv;  in  the  bill  since  it  had  come  from 
\\w  11oum\  ;uul  the  maihinorv  hv  whioh  h  was  to  be  executed. 
Tho  bill  pnAidt\l  lor  the  nptviutinent  of  a  ivlloctor  in  each 
rii>!r;vi,  who  was  to  nwivo  not  ovor  $10aXX^  a  year  for  his 
Mr\;i\^,  and  whv»  was  to  apjvint  his  dopuiios  and  pay  them. 
A'.i  a>M»or  wa>  to  Iv  aj^jviut^xl  l^r  i;iv"h  disiriti,  who,  in  turn, 
wa^  :o  a;^}viut  1:>  a»i<:;ra:>.  Ov^l\v:oiv  won?  lo  lvapi»inted 
:Vv  ^.iv !:  vl:<:ru:.     VVuh  ><:  of  v^tV.ivrs  w^uld  Iv  a  oht.'ck  on 


r.;  v:':at,  \':\c  :i\\\\u  :\.u\>:\\\c  tho  svsur.i  ihvii  c^aerillv exist- 
•,/.i.  /.•.•.^'•..i,  ;':u  Sc.itv^s.  ri'.c  K'l  }\v?s<\!  :?u  Stiate  by  a  vote 
K-'*  :!'".ir.v  >>^l■^^:'5  :o  v^;u",  ;y.v.  wr.s  r^:;:nu\s  :o  rhv  Hous^^  laden 

x\Ax   *".:*  A-.'-'w^.'-Ts   '.V,v:v,   ^-cv    t,"^  -.xi';^  ;vr  ;vc:  jckr  tbe  col- 
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to  the  taxation  of  whiskey,  A  tax  of  twenty  cents  a  gallon 
was  imposed  in  lieu  of  all  other  taxes.  On  tobacco  the 
Senate  had  raised  the  tax  voted  by  the  House.  The  confer- 
ence committee  agreed  to  a  tax  of  fifteen  cents  per  pound  on 
tobacco  worth  more  than  thirty  cents  per  pound,  and  a  tax  of 
ten  cents  per  poimd  on  tobacco  of  less  valuation.  A  different 
tax  was  laid  on  snuiF  and  some  other  articles.  Cigars  were 
divided  into  three  grades,  worth  five,  ten,  and  fifteen  dollars 
per  thousand.  These  were  taxed  one  dollar  and  a  half,  two 
dollars,  and  three  dollars  respectively.  The  gravest  point,  of 
difierence  was  over  the  retention  of  the  direct  tax,  which  the 
Senate  had  repealed.  The  conference  committee,  on  the  part 
of  the  House,  refiiscd  to  consent  to  the  repeal,  believing  that 
the  landed  property  would  be  taxed  inadequately,  and  that  an 
unjust  burden  would  be  thrown  on  the  commercial  and  man- 
ufacturing interests.  The  Western  States  declared  through 
their  representatives  that  they  could  not  raise  the  money  to 
pay  the  tax.  One  reason  for  laying  the  tax  was,  it  reached 
the  property  of  foreign  residents.  The  committee  finally 
agreed  to  suspend  its  collection,  except  the  first,  laid  in  July, 
1861,  for  two  years.  With  resi)ect  to  the  income  tax,  three 
per  cent  was  to  be  collected  on  all  over  §600,  and  not  exceed- 
ing $5000,  and  five  per  cent  on  all  incomes  exceeding  the 
latter  figure.  The  time  for  calculating  jK^rsonal  income  was 
the  let  of  May,  1862,  and  the  tax  was  to  be  collected  annually. 

A  drawback  was  allowed  on  all  articles  exported,  equal  to 
the  internal  tax,  except  that  on  cotton.^  Afterward  rock  oil 
and  other  articles  were  added  to  the  list  of  exceptions.  The 
cotton  manu&cturers,  however,  were  relieved  of  the  burden  of 
tax  (HI  raw  cotton  in  another  way.    The  tax  paid  by  them  on 

^  DimwlMwk  B^golationa,  Ex.  Doc,  No.  41,  39  Cong.,  second  session. 
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their  goods  of  three,  and  subsequently  of  five  per  oent,  was 
refunded,  beside  half  a  cent  a  pound  on  their  goods,  which  was 
advanced  to  two  cents  near  the  close  of  the  war. 

The  time  fixed  in  the  original  bill  for  the  law  to  booome 
operative  was  the  Ist  of  July,  1862  ;  so  much  time,  however, 
ha^l  l)een  consumed  in  maturing  the  measure,  that  the  execution 
of  it  could  not  begin  Ix^fore  the  1st  of  August.  The  House 
agreed  to  the  rejxirt,  one  hundred  and  six  voting  in  ^vor, 
and  only  eleven  against  it.^  This  was  on  the  23d  of  June. 
More  than  four  months  had  been  spent  by  the  two  Houses  in 
considering  the  bill,  and  it  >vas  one  of  the  most  important  and 
far-reacliing  laws  ever  enacted  by  Congress,  and  justified  all 
the  study,  investigation,  and  debate  given  to  it.  Many  mem- 
bers thought,  notwithstanding  all  that  had  been  said  on  the 
subject,  that  far  more  time  should  have  been  given  to  the 
coasideratiou  of  the  measure.  This  was  the  case,  particularly 
with  the  Senate  amendments,  which  were  considered  only  by 
the  conference  committee. 

Defects  in  the  law  were  soon  apparent.  On  the  14th  of 
July  a  joint  resolution  was  passed  declaring  that  the  provision 
relating  to  stamp"^  should  not  o^jerate  until  the  1st  of  Sep- 
teuilwr,  and  thirteen  days  later  the  law  was  further  modi- 
fietl  in  several  jxirticulars,  beside  vesting  the  secretary  of 
the  treasur}'  with  the  anomalous  authority  to  fix  the  dates 
when  many  of  the  provisions  should  b^in  to  operate. 
It  was  not  enacteil  in  time  to  bring  revenue  into  the  treasury 
during  the  fiscal  year  of  1862.  The  duties  on  tea,  ooflbe, 
sugar,  imd  molasses,  were  increased  on  the  24th  of  Decsember,* 
1861,  as  recomniendeil  by  Mr.  Chase,  and  on  the  14th  of  July  * 

*  Ad,  July  1,  37  Goug.,  ttccoxid  tKauon,  chap.  119. 

"  Acl,  Ibid.,  chap.  2.  *  Act,  Hud,  du^  16a. 
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followiDg,  another  Act  was  passed,  inereasiDg  temporarily  the 
duties  on  sugar,  molasses,  tobacco,  iron  and  steel,  drugs  and 
chemicals — in  short,  on  nearly  the  entire  list  of  imports  previ- 
ously taxed.  An  additional  tonnage  tax  of  ten  per  cent  was 
imposed  on  merchandise  produced  east  of  the  Cai>e  of  Good 
Hope,  when  not  imix)rted  directly  from  the  place  of  pro- 
duction, but  from  intermediate  ports.^  These  regulations 
wrought  many  radical  changes.  Two  reasons  existed  for  rais- 
ing the  duties  on  imj)orts ;  one  was  to  secure  the  home  pro- 
ducer from  the  consequences  of  internal  taxation,  and  the  other 
to  enlarge  the  revenue.  Both  reasons  were  so  cogent  that 
the  measures  encountered  no  serious  opj>osition. 

The  receipts  from  the  imports  during  the  last  half  of  the 
fiscal  year  1862  exoeedeil  those  of  the  first  half,  as  the  secre- 
tary had  predicted.  For  the  third  quarter,  closing  with 
March,  they  amounted  to  §14,618,558,  and  for  the  last 
quarter,  $18,930,170.  For  the  year,  they  reached  $49,056,- 
397.  Trade  and  industry  had  improved,  and  the  increase 
in  imports  which  had  now  begun  was  to  continue  for  many 
years.  During  the  last  quarter  of  that  year  the  diixxit  tax 
yielded  $1,795,331  to  the  treasuiy,  while  less  than  a  million 
dollars  were  received  from  the  sales  of  laud  and  miscellaneous 
and  incidental  sources. 

Notwithstanding  the  smalluess  of  ret'cipts  from  taxation, 

the  indebtedness  for  the  year  had  not  exceeded  the  estimate. 

The  July  estimate  was  revisetl  and  increased  in  December, 

in  consequence  of  enlarging  military  operations  afler  making 

the  first  estimate.     The  estimated  indebtedness  stated  in  the 

secretaiy's  December  report  was  $517,372,802,  and  at  the  close 

of  the  year  the  actual  indebtedness  was  $514,211,371.92. 

^  Act)  July  14^  37  Cong.,  second  session,  chap.  163,  sec  14. 

12 
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This  amount^  though,  did  not  include  unascertained  claims^ 
but  only  the  debt,  "  the  evidences  of  which,"  as  stated  by 
Mr.  Chase,  ^'  existed  in  the  treasury  upon  its  books,  or  in  the 
form  of  requisitions  in  favor  of  creditors  or  of  disbursiugi 
officers.''  The  unpaid  bills,  happily,  were  not  supposed  to 
be  much  larger  than  the  balance  in  the  treasury,  $13,043,546. 
And  what  was  obtained  ibr  this  vast  expenditure?  Cloth- 
ing, provisions,  and  munitions  of  war,  which  were  speedily 
destroyed.  Nothing  more?  Yes,  a  residue,  which  cannot 
be  reckoned  in  terms  of  weakh.  The  life  and  wealth  spent 
in  the  civil  war  was  to  rescue  an  imperiled  coimtiy,  and 
which,  having  become  more  truly  incarnate  through  the  suc- 
cessful sacrifice  incurred,  is  regarded  with  deeper  afifection 
than  it  was  before.  Tried  by  the  standard  of  wealth,  the 
war  was  an  euonnous  loss ;  tried  by  a  higher  standard,  the 
magnitude  of  the  gain  is  becoming  more  ajiparent  as  we  recede 
from  the  event. 
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CHAPTER  X. 

TAXATION  AND  GROWTH  OF  THE  DEBT. 
JULY,  1862— SEPTEMBER,  1866. 

Although  the  public  debt  at  the  b^inning  of  the  fiscal 
year  did  not  exceed  the  expectation  of  Mr.  Chase,  he  frankly 
declared,  in  his  next  annual  report,  that  there  was  no  room  for 
the  pleasing  hope  that  the  results  of  that  or  the  following 
year  would  "  exhibit  a  similar  proportion."  On  the  contrary, 
the  estimate  in  his  former  report  of  the  public  debt  on  the 
Ist  of  July,  1863,  in  consequence  of  the  unexpected  increase 
of  expenditures,  was  advanced  to  §1,122,297,403.  If  the 
war  should  be  amtinucd  until  the  1st  of  July,  1864,  with 
undiminished  disbursements,  the  debt  would  be  increased  pro- 
bably to  §1,744,685,586. 

Mr.  CTiase  did  not  shrink  in  j^iving  as  nearly  correct  esti- 
mate as  possible  of  the  cost  of  the  war.  He  was  besought  in 
the  beginning  to  make  small  figures,  his  advisers  fearing  that 
if  he  told  the  tmc  story  the  j)eople  would  l)e  appalled  and 
loee  &ith.  Not  so  thought  Mr.  Chase.  Though  fearing 
to  tax,  he  did  not  fear  to  tell  how  much  would  be  required. 

The  interest  on  the  debt  at  tlie  beginning  of  the  second 
fiscal  year  of  the  war  was  not  large.  The  secretary  had  tried 
to  reduce  the  ooet  of  the  debt  in  the  form  of  interest  to  the 
lowest  possible  amount,  and  ^^  it  was  a  source  of  real  satisfao^ 
tion  to  him  "  that  he  had  confined  it  thus  far  ^'  within  very 
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$14,412,529 


moderate  limits.  The  first  loaiis  being  of  a  magnitude 
hitherto  undreamed  of  iu  our  market,  were  necessarily  made 
at  an  interest  wliich  he  r^ardcd  as  high,  though  lenders 
strenuously  insisted  on  higher;"  but  large  amounts  at  the  date 
of  his  report  bore  only  four  and  five  per  cent,  while  tlie  circu- 
lation of  United-States  notes  constituted  practically  a  loan 
from  the  people  to  tlie  government  without  interest.  The 
average  rate  on  the  whole  loan  was  thus  reduced  to  four  and 
three-fijfthis  per  cent. 

The  nature  and  amount  of  the  public  debt  at  the  dose  of 
the  fiscal  year,  June  30th,  1862,  may  be  summarized : 

Mr.  Chase  had  borrowed  by  authority  of  the  laws  enacted 
previously  to  March  4,  1S61,  during  the  first  four  months 
of  his  administration  of  the  treasury,  or  to  the  close  of 
the  fiscal  vear  in  1861,' 

Durintr  the  next  year  $60,000,000  of  demand  treasurk'-notes 
were  authorized  :  $50,000,000  by  Act  of  July  17,  1861, 
and  $10,000,000  by  Act  of  February  12, 1862,  payable  for 
duties',  and  afterward  made  a  legal  tender.  Of  this 
amount  there  were  outstanding, 

$150,<X)0,000  of  legal-tender  notes  were  authorized  by  Act  of 
February  2o,  1862,  of  whicli  amount  there  had  been 
issued, 

Treasury-notes  payable  in  three  years,  bearing  7.3  interest, 
payable  semi-annually,  and  convertible  into  twenty-years* 
six-per-ceut  bonds,  were  authorized  by  Act  of  July  17, 
1862.    Under  this  Act  the  secretary  had  issued, 

The  banks  had  taken  $100,000,000  of  these  for  the  first  and 
second  installments  of  their  $150,000,000  loan. 

The  banks  had  taken  bonds  authorized  by  the  Act  of  Jvlj 
17, 1861,  bearing  six  per  cent  interest,  and  running  from 
five  to  twenty  years  for  their  tldrd  installment, 

"Treas.  Report,  July,  1861,  p.  18. 

'The  total  debt  at  that  time  was  ^,867,828. 


53,040,000 


96,620,000 


122,836,660 


60,000^000 
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Certificates  of  deposit  bearing  from  four  to  five  per  cent  inter- 
est had  been  issued.  Tlie  first  amount  authorized  was 
$25,000,000  by  Act  of  February  25,  1862,  increased  to 
$50,000,000  by  Act  of  March  17, 1862,  and  to  $160,000,000 
by  Act  of  June  30,  1864.    Amount  issued  June  30,        .  57<746,1I6.67 

Certificates  of  indebtedness  payable  one  year  from  date,  bear- 
ing six  per  cent  interest.  These  were  authorized  by  Act 
of  March  1, 1862, 49,881,979.73  * 

The  income  from  taxation  was  largely  increased  during  the 
fiscal  year  1863.  The  receipts  corresponded  closely  with  the 
estimates  from  every  source  of  revenue  except  that  of  internal 
revenue,  wliich  was  less  than  half  the  estimated  amount.  One 
reason  was  because  many  had  made  their  purchases  in  antici- 
pation of  the  law,  and  needed  much  less  for  a  considerable 
time  afterward.  A  part  of  the  deficiency  was  attributed  to 
the  imperfect  execution  of  the  law,  and  a  part  to  changes  in 
the  rates  of  taxation  by  Congress  subsequent  to  the  estimate. 
Leaving  out  these  explanations  the  amount  collected  probably 
would  not  have  been  more  than  half  the  amount  estimated 
and  required. 

The  law  therefore  needed  amendment,  especially  for  the 
purpose  of  increasing  the  revenue.  Congress  had  tried  to 
enact  an  efiective  measure,  and  deserved  no  blame  for  the 
result.  The  subject  was  new,  the  time  for  investigation  and 
deliberation  was  short,  and  only  in  tlie  light  of  experience 
could  the  measure  be  made  perfect.  Congress  miglit  have 
begun  to  tax  sooner,  yet  the  general  feeling  prevailed  that  the 
war  would  be  short,  the  indebtedness  incurred  light,  and  conse- 
quently that  resort  to  internal  taxation  was  unnecessary.  Tliese 
hopes  were  crushed^  and  in  the  summer  of  1862  an  internal 
revenue  system  was  adopted.    Three  years,  however,  were  to 

1  Total  debt  on  June  30, 1862,  was  $514,211,371. 
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go  by  before  much  revenue  could  be  gathered  from  this 
source. 

The  law  was  amended  next  March/  but  several  of  the 
changes  unfavorably  affected  the  revenue.  Petroleum  was 
taxed  one  dollar  on  a  barreL  A  tax  on  sales  was  first  adopted 
m  the  Senate,  by  the  vote  of  the  Vice-President,  and  finally 
by  two  majority,  and  by  a  similar  majority  in  the  House  after 
two  rejections,  but  in  the  end,  defeated  by  the  committee  of 
conference.  The  most  difficult  tax  to  adjust  in  the  bill  was 
that  on  the  circulation  of  the  banks.  Mr.  Sherman  intro- 
duced the  first  bill  on  the  4th  of  July,  1862,  in  which  he 
proposed  that  any  person,  corporation,  or  association,  should 
pay  a  duty  of  two  per  cent  on  bills  issued  for  circulation  as 
money.  The  duties  were  to  be  imd  at  the  end  of  each  quarter 
on  the  largest  amount  of  bills  issued  during  that  period. 
The  subject  had  been  fretiuently  discussed  in  the  Senate 
Finance  Committee,  and  by  bankers  and  commercial  papers. 
Mr.  Sherman  favoi'ed  the  measure  because  he  believed  it  was 
"an  iiu|)erative"  neces^sity  for  the  government  of  the  United 
States  to  drive  gmdually  out  of  circulation  the  local  bank 
pajxir.  The  amendment  was  rejected  by  a  vote  of  ten  to 
twenty-seven,  and  at  the  next  session  the  subject  was  elabo- 
rately considered  in  connection  with  the  §900,000,000  loan-bill. 
The  banks  were  paying  a  tax  of  three  ])er  cent  on  their  earn- 
ings, beside  stamp  duties.  The  Senate  and  House  difiered 
strongly  on  the  question  of  taxing  their  circulation,  or  rather 
on  the  nature  of  it.  Both  houses  favored  a  tax,  but  the 
Senate  tax  was  the  highest.  Tlic  Committee  of  Ways  and 
Means  reported  in  favor  of  a  tax  of  two  per  cent  on  the  dp- 
culation  of  l)anks  exceeding  a  certain  amount.    After  posaiitt 

'  Act,  March  S,  37  Coog.,  third  s-.^ion,  chap.  74. 
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the  bill^  the  Senate  also  passed  it  with  amendmcuts,  many  of 
which  were  acxjepted  by  the  House.  A  committee  of  con- 
ference attempted  to  adjust  the  others,  and  they  succeeded  in 
adjusting  all  except  the  one  which  taxed  the  bank  circulation. 
Finally,  on  the  last  day  of  the  session,  the  committee  agreed. 
The  Senate  had  proposed  to  tax  bank  circulation  one  per  cent 
for  two  years,  and  two  i)er  cent  afterward.  The  House  pro- 
posed to  tax  the  circulation  two  per  cent  above  a  certain  scale. 
The  law  prescribed  tliat  the  banks  should  pay  one  per  cent 
semi-annually  on  the  average  amount  of  their  circulation 
issued  beyond  a  prescribed  amount.* 

One  of  the  glaring  defects  of  the  law  was  the  payment  of  a 
tax  on  all  dividends  of  mutual  life  insurance  companies,  thus 
classing  them  with  the  banks,  fire  insurance,  and  stock  life 
companies,  in  which  capital  is  invested  with  the  expectation 
of  producing  income.  The  execution  of  this  part  of  the  law 
was  difficult.  The  dividends  of  those  companies  were  declared 
and  paid  in  such  a  variety  of  forms,  "  as  not  merely  to  embar- 
rass the  assessment  of  taxes  upon  them,  but  to  render  any 
really  equitable  adjustment  of  them  impossible."  Further- 
more, the  difficulty  existed  not  in  the  organization  of  the  com- 
panies, but  in  the  law  itiiielf,  for  the  returns  made  to  insurers, 
although  called  "  divideuds,"  were"  not,  in  any  sense,  income," 
or  revenue  derived  from  the  investment  of  capital.     The  com- 
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itiisHiorHfr  of  internal  n:Vf^niie  recommended  that  for  this 
a  htatii|i  tax  U:  hi j liHt.it iitC'd  on  the  policies  issued  by  such  com- 
|Nini(',H.  II(;  Ijclifivr-il  that  fifty  cents  on  each  thousand  dollars 
insunHl  nii^ht  U;  h^vir^l  without  oppressing  the  companies,  or 
(IJHfouni^in^  ih<:  dc:niand  fr)r  insurance.  This  change  was 
ail^Twanl  niiulc. 

T\u\  adniinlHtnilion  of  the  law  clearly  showed  that  a  much 
larpT  reveniu!  ou^ht  to  l)e  derived  from  distilled  spirits  and 
lH»cr.  The  cxiMTiciKMi  of  England,  in  the  meantime,  had  been 
mort)  (*an>fully  iiH(.«t*rtaineil.  The  commissioner  recommended 
thai  a  tax  not  It^ss  than  sixty  (^uits  a  gallon  be  le\ded  on  distilled 
Hpirit.s,  and  a  tax  of  one  dolhir  and  a  half  per  barrel  on  beer, 
or  a  tax  4if  thirty  <vnts  a  buHliel  on  malt.  This  was  regarded 
thr  prt»f(»niblo  t4ix,  Inn-ausc*  it  wnild  ha  more  easily  collected. 

On  |M*tiMlcuni,  thi*  coniniissionor  thought  that  for  the  exist- 
ing tax,  onr  siiouM  In-  substitntinl  on  the  cnidc  article  before 
tlistillatioii.  The  fart  is  \voilh  mentioning,  that  to  articles  on 
whieh  th'aNvUu'ks  \vrivalIi>W(Hl  wlirn  they  were  exported,  the 
application  of  this  prineiplo  was  (\>nsidcred  "obviously 
injuilieious."  It  was  apjmn^ntly  a  direi^t  discrimination 
against  the  |KH>ple  of  this  eiamtr}*,  and  in  favor  of  all  other 
niitions,  in  sup]>lying  whieh  natun*  had  giveu  us  almost  a 
uuuu»|H>ly.  As  Kni>»|H'an  nations  were  aecustomed  to  tax 
pixnUiets,  the  gix^wth  oi'  this  ivuntry,  severely  in  importing 
tlieiu,  the  ixuiuuissioner  i^>nsil^en\^  the  nuitter  worthy  of  con- 
sidenuion  whether  the  nuxlenite  iluty  nmv  imposed  on  this 
oil   might  not  U*  uiaiutaituxl  when  prvnUKwl  for  es^rt. 

The  lax  on  toUuw  was  t<K»  light.  The  proposition  was 
»ubmitt«\l  to  tax  the  U*af  in  the  {KX^'ssion  of  the  producer 
twenty  ivuts  a  (Kuiml,  aiul  without  ilmwhaok  on  any  exported 
ki  that  form.    Sueh  a  jvliey  would  eiKVuragt?  and  sustain  oar 


1864.]  TAXATION  AND  GROWTH  OF  THE  DEBT.  185 

manufacturers  against  adverse  l^islation  of  a  foreign  gov- 
ernment. A  light  additional  tax  var}'ing  from  five  to  twelve 
cents  a  pound  the  commissioner  favored  on  the  manufactured 
commodity !  "  A  drawback,"  he  remarked,  "  on  this  from 
ten  to  fifteen  cents  would  give  to  the  domestic  manufacturer 
all  the  advantage  he  would  desire  in  the  foreign  market,  and 
would,  in  some  measure,  countervail  the  legislation  of  foreign 
nations  to  his  prejudice."  Many  other  recommendations  were 
contained  in  this  report  which  can  not  be  noted  here.  The 
changes  in  rates  were  mostly  in  the  direction  of  increasing  the 
amount,  and  the  number  of  things  taxed.  The  law  had  been 
not  merely  endured,  but  welcomed  by  the  people,  and  it  was 
believed  that  increased  taxation  would  be  borne  without  much 
murmuring.  The  law  was  thoroughly  revised  in  accordance 
with  the  commissioner's  recommendations,  and  enacted  at  the 
end  of  June  the  following  year.* 

On  the  same  day  Congress  enacted  another  law  which 
increased  the  duties  on  imports.  Mr.  Morrill,  when  reporting 
the  bill,  said  that  the  object  was  "  to  increase  the  revenue  upon 
importations  from  abroad,  and,  at  the  same  time,  to  shelter  and 
nurse  our  domestic  proilucts,"  from  which  the  largest  part  of 
our  revenue  was  drawn,  so  that  the  aggregate  amount  should 
not  be  diminished  through  the  substitution  of  foreign  articles 
for  those  which  we  had  been  accustomed  to  make  at  home. 
Domestic  products  having  been  taxed,  it  was  necessary  to 
impose  additional  taxation  to  an  equal  amount  on  similar 
foreign  products,  otherwise  the  foreign  producers  would  have 
gained  by  the  change.  There  was,  however,  considerable 
opposition  to  the  bill.  Mr.  Morrill,  when  explaining  it  to  the 
House,  admitted  that  the  rates  were  high  nominally,  and  might 

^  Act,  June  30,  38  Cong.,  first  session,  chap.  173. 
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...    «  (til  .M.'p  if-ti!  tvst  of  the  latter  pn>luct.     The  tariff  on 


1864.]  TAXATION  AND   GROWTH  OF  THE  DEBT.  187 

iron  and  steel  was  raised  as  much  as  the  internal  tax^  and 
slightly  beyond  in  a  few  cases.     The  duties  on  silks  were 
.  lai^ly  increased ;  those  on  salt  were  not  touched. 

The  Committee  on  Ways  and  Means  did  not  recommend 
extravagant  or  prohibitory  duties  for  the  most  cogent  reasons. 
The  government  sought  revenue  and  such  duties  would  defeat 
that  object.  Said  Mr.  Morrill,  in  closing  his  address,  "  With 
the  home  taxation  now  unavoidable,  wc  are  forced  to  levy  tar 
higher  duties  than  usual  in  order  that  the  industry  of  the 
country  may  not  languish,  and  that  we  may  largely  and  pro- 
perly stimulate  the  productive  energies  of  the  nation  to  create 
that  wealth  of  which  we  daily  use  and  destroy  so  much.  But 
to  go  beyond  this  i)oint  for  the  mere  benefit  of  those  with 
large  stocks  on  hand,  or  to  create  higher  prices  where  prices 
are  already  high  enough,  would  be  attended  with  great  danger, 
as  we  should  advance  prices  upon  the  consumer  so  much  as 
to  create  discontent  among  the  people,  and  with  no  benefit  to 
the  treasur}\  When  the  profits  of  any  basincss  are  suddenly 
increased,  nuw  and  inexperienced  men  rush  in,  and  in  a  short 
time  create  the  severest  competition  wliich  trade  and  manufac- 
tures ever  have  to  encounter.  At  this  time  it  would  not  be 
wise  to  encourage  more  men  to  adventure  upon  new  enter- 
prises than  the  country  will  be  able  to  sustain  at  the  close  of 
the  war." 

The  chief  opponents  of  the  bill  in  the  House  were  Messrs. 
Cox,  Ward,  and  Fernando  Wood.  It  passed  by  a  vote  of 
eighty-four  to  twenty-seven,  was  carefully  debated  in  the  Sen- 
ate, amended,  and  the  disagreements  between  the  two  houses 
were  settled  by  a  committee  of  conference.^ 

While  the  treasurj"  department  and  Congress  were  busy 

'  Act,  Jane  30,  38  Cong.,  first  session,  chap.  171. 
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the  transmission  and  diffiision  of  the  tax  became  general^  it 
WBS  borne  as  uncomplainingly  as  any  other.  The  manufac- 
turers in  the  Northwest  suffered  more  from  it  in  the  beginning 
than  those  in  other  sections.  They  were  taxed  by  the  law  of 
1862  three  per  cent  on  their  sales.  Prices  had  not  then  taken 
that  tremendous  rush  upward  whereby  fortunes  were  made  in 
a  day  and  men  grew  dizzy  with  delight.  The  law  was 
founded  on  the  idea  that  the  consumer  always  paid  the  tax. 
This  they  maintained  was  a  manifest  error.  The  manufac- 
turers of  the  Northwest  endeavored  to  get  the  law  modified, 
and  recommended  an  uniform  tax  on  sales.  It  was  objected 
that  no  sales  would  be  made,  and  that  all  transactions  would 
be  carried  on  by  way  of  exchange.  The  further  objection 
was  made  that  such  a  law  would  subject  articles  to  more  than 
one  tax,  and  to  tliis  it  was  answered  that  the  existing  law 
was  open  to  the  same  criticism ;  a  conclusive  objection  was  that 
Congress  had  not  time  to  perfect  a  bill  of  so  radical  a  charac- 
ter, and  that  before  attempting  to  do  it  the  existing  law  should 

Manf.  Fifteen  per  cent. 

M.  C.  Then  you  make  fifteen  per  cent  on  the  amount  you  pay  in  taxes, 
which  if  it  be  §3000,  will  give  you  §450  more  profit  than  you  would  get  if 
you  paid  no  taxes.    Is  it  not  so  ? 

The  gentleman  had  no  answer  prepared  to  tliis  question,  and  the  con- 
versation closed.  Mr.  AValker  added:  *No  disadvantage  to  the  manufac- 
turer accrues  in  consequence  of  taxes  directly  imposed  upon  his  fabrics. 
He  changes  the  amount  upon  his  goods  as  tax,  as  the  importer  charges  the 
duties  he  pays  upon  his  mercliandise,  and  the  consumer  ultimately  pays 
all,  together  with  the  profit  on  the  same.  Tlie  latter  is  the  only  one  who 
can  make  any  reasonable  objection  to  this  kind  of  taxation.  Such  duties  in 
no  way  cripple  the  manufacturing  interest,  unless  they  l)e  so  high  as  to 
materially  lessen  the  consumption,  and  that  i)oint  is  very  far  from  being 
reached  in  oar  present  revenue  system,  and  they  may  be  largely  increased 
whhoot  detriment,  if  necessary.' " 
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which  had  been  increased  from  one  dollar  and  fifty  cents  to 
two  dollars — ^iintil  the  1st  of  February.  It  is  singular  that, 
with  the  experience  Congress  had  already  gained  in  taxing 
this  article^  the  tax  was  not  made  immediately  operative.  By 
postponing  its  operation,  the  distillers  b^n  to  increase  the 
supply  as  fest  as  possible,  in  order  to  get  the  foil  benefit  of 
the  new  tax.  Having  found  out  the  mistake,  when  Congress 
convened  in  December,  the  time  for  executing  the  law  was 
set  back  to  the  first  of  the  year. 

Among  other  amendments  proposed  at  this  time,  were  two, 
which,  though  submitted  by  the  Committee  of  Ways  and 
Means,  did  not  have  their  recommendation.  One  of  them 
related  to  a  tax  on  the  circulation  of  State  banks,  and  the 
other  on  sales.  The  latter  tax  had  been  recommended  by  the 
Chamber  of  Commerce  of  New  York,  and  the  Boston  Board  of 
Trade,  and  other  associations  in  1862.^  The  Boston  associa- 
tion remarked  in  their  report  on  the  subject :  "  Such  a  duty 
would  reach  every  kind  of  business,  and  under  it  all  classes  and 
parties  would  fare  alike.  The  well-to-do  farmer,  the  pros- 
perous merchant,  the  thriving  manufacturer,  and  the  laborious 
artisan,  would  each  and  all  contribute  to  the  support  of  the 
government,  and  to  the  maiutenauee  of  public  credit  in  just 
proportion  to  the  amount  of  their  business.  The  natural 
equipoise  of  the  various  interests  would  remain  undisturbed ; 
and  all  the  repinings  and  jealousies  and  heartburnings  which 
follow  in  the  wake  of  partial  legislation  would  be  effectually 

*  The  Chamber  of  Commerce  of  New  York  recommended  a  tax  of  one 
per  cent  on  all  sales  of  goods  and  other  property  at  retail  and  wholesale, 
and  estimated  an  ammal  yield  of  $115,000,000,  April  25, 1862.  The  op- 
poddon  of  this  and  similar  associations  to  an  income  tax  was  as  strong  as 
their  Teocanmendation  in  favor  of  a  tax  on  sales.    Proceedings,  1863,  p.  28. 
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foreclosed.  The  tax  being  thus  justly  distributed,  and,  con- 
sequently, the  rate  moderate,  much  of  the  temptation  to 
evasion,  held  out  by  unequal  and  excessive  rates  of  the  bill 
[then  before  Congress],  would  be  removed."  ^  These  views 
were  approved  by  the  New  York  Chamber  of  Commerce. 

The  experiment  of  taxing  sales  was  not  new.  Adam  Smith 
had  long  ago  informed  the  world  how  the  Alcavala,  or  ten- 
pcr-cent  tax  on  sales  Iiad  operated  in  Spain.  Tlirough  the 
greater  portion  of  the  country  to  which  the  tax  was  applied 
nothing  could  be  produced  for  sale.  To  that  tax  was  imputed 
the  ruin  of  Spanish  manufacturers.  In  Holland,  too,  the 
people,  though  bearing  patiently  the  Duke  of  Alva's  revenge- 
ful cruelties  and  religious  persecutions,  revolted  when  this  tax 
was  laid  on  them.  Many  differed  from  Mr.  Morrill,  who 
fctrongly  opjwsed  the  tax.  When  the  subject  was  before  the 
HoiLse,  in  the  spring  of  1865,  he  said  :  "  It  may  be  that  the 
only  way  to  satisfy  its  advocates  of  tlie  impolicy  of  this 
mea.sure  will  be  to  test  it."  He  felt  certain,  if  adopted,  that 
the  fii-st  thing  the  people  would  demand  at  the  next  session 
would  be  its  reixal.  "  Taxes  to  be  tolerated  at  all,"  he  con- 
tinued, "  should  be  ccjual.  If  taxes  were  placed  upon  sales, 
then  those  living  near  the  place  of  production  would  have 
advantages  not  available  to  those  remote,  in  addition  to  the 
less  cost  of  freight.  The  merchandise,  foreign  or  domestic, 
fn^in  the  Atlantic  coast,  before  it  reaches  the  Mississippi, 
])as.ses  through  the  hands  of  many  owners,  and  aooording  to 
the  theory  of  taxing  sales,  its  cost  would  be  increased  at  each 
successive  transfer.  The  tax  would  be  cumulative,  and 
the  internal  commerce  of  our  country,  always  free  until  now, 
would  be  choked  or  danuned  up,  confined  to  narrow  loralitJcn, 

^  Report  on  Internal  Taxation;  p.  10. 


t86«.]  TAXATION   AND  GROWTH  OF  THE  DEBT.  193 

We  should  destroy  that  great  feature  of  America,  the  spirit 
and  enterprise  of  trade.  Of  what  use  would  it  be  to  produce 
and  to  manu&cture,  if  the  channels  of  trade  were  to  have 
obstructions  placed  in  the  way,  and  rising  higher  and  higher 
at  every  step.  Better  could  the  manufacturers  and  producers 
afford  to  pay  the  whole  tax  now  than  to  have  it  imposed  in 
this  form." 

It  would  also  revolutionize  trade  and  drive  out  of  employ- 
ment tlic  middle  men.  In  the  cities  only  men  of  large  capital 
and  the  importers  and  wholesale  merchants  would  be  patron- 
ized. Jobbers,  retailers,  and  country  merchants  would  buy 
of  the  original  imjwrter,  if  he  chose  to  break  up  original  pack- 
ages. Those  who  desired  to  buy  at  retail  would  seek  the 
stream  of  merchandise  at  the  fountain  head  before  its  cost 
would  be  increased  by  repeated  taxation.  It  would  increase 
the  prices  of  every  raw  material,  of  every  perfected  manu- 
&cture,  out  of  all  proportion  to  the  amount  of  revenue  to  be 
attained.  To  the  consumer  it  would  be  the  most  expen- 
sive of  all  taxes  in  proix)rtion  to  the  amount  realizal.  Nor 
could  it  be  fairly  and  fully  collected.  More  frauds  and 
evasions  would  Ix?  practiced  than  under  any  other  provisions 
of  the  internal  revenue  laws.  The  number  of  men  not  keep- 
ing an  account  of  their  sales  would  multiply. 

The  two  sides  were  verj*^  strenuous  in  their  views.  The  vote 
in  the  House  was  exceedingly  close,  fifty-eight  to  fifty-six, 
and  equally  close  in  the  Senate,  twenty-two  to  twenty.  The 
bill  went  to  a  committee  of  conference,  and  they  finally  de- 
cided to  report  against  the  umendnient.  Senators  Howe,  of 
Wisconsin,  and  Harris,  of  New  York,  not  reconciled  to  the 
action  of  the  committee,  prolonged  the  contention.     They  were 

obliged  to  yield  and  the  exi)erimeut  was  not  tried. 

13 
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T\w  rtiuoihJmont  ivlaxing  lo  iho  oipciilation  of  banks^  pro- 
[mipH'^I  Uy  Mr.  llvx^jxT.  of  MsiS'^ioluisoit^,  w-a-s  iu  accordance  with 
till'  nHHiiumomUition  of  the  soi*retar}'  o(  the  treasur}'^  and 
tiiriiptn^llor  of  tho  inirroiioy  in  their  annual  reports.  The 
ol)j««<i  of  tho  anionJmont  was  to  put  such  a  tax  on  the  circola- 
tif  >n  of  Slate  Ivinks  which  had  ohangeil  to  national  ones,  or  had 
n-a^Mil  to  oxiM,  ami  whose  cinndation  had  lxH}n  assumed  by 
national  Ivinks,  as  wouhl  causjo  its  retirement,  and  thus  secure 
a  iiiiiforni  ourrencv.  The  tax,  tlierefore,  was  not  designed  for 
revenue  piirpt>st^s,  hut  to  put  an  end  to  the  cin.»ulation  of  the 
State  Imnks.  The  amendment  was  defrtitetl,  and  then  he 
•itfenMl  another,  wliieli  met  a  similar  fate.  In  trutli,  fourteen 
anif  ndments  were  offennl  and  delnited.  Xo  section  of  the  bill 
r^viveil  so  nnicli  attention  ;  finally,  Mr.  Wilson,  of  Iowa, 
..fSjn-il  one  that  eveiy  national  hanking  association,  State 
■  a::k,  or  State  hanking  ass(HMation  should  pay  a  tax  of 
:  ::  jH.-r  cent  on  the  amount  of  notes  of  any  State  bank, 
r  State  banking  as-HX'iation,  paid  out  hy  them  after  the 
•<  .'f  Julv,  1866.     This  was  carried  and   has  never  been 

l::rn*:ise«l  taxation  was  recommended  by  the  Conunittee  of 

Vk  iv-i  and   ileans  on  some  articles,  especially  on  domestic 

■\-  '."i  or  brandy,  or  malt  liquors;  also,  a  tax  of  six  cents  a 

hj:  '^l  .^u  i»otton,  paya])lc  in  coin;  nor  was  there  any  draw- 

tuL  v  :.^  Iv  alloweil  on  cotton   cxj>orted.      The   Confederate 

j:\-  '••• .:uont  had  imposed  a  tax  of  twenty  cents  a  pound  on  it, 

Ki-  I  •■.  i:»  their  greatly  depixx-'iated  currency',  but  as  a  cotton 

H.!ntrc  cxistinl  and  the  price  was  enormoiLsly  high,  it  was 

^  :,  K-v.  «;iat  the  tax  would  Ixi  jxiid.     Though  not  reducing 

,K    ?-'  V  \Ui  n^tiued  ixjtroloum,  a  duty  of  six  cents  per  gallon 

V,'i.  Marv'h  l\,  1805,  ^8  Cong.,  second  session,  cliap.  78,  sec.  6w 
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on  crude  petroleum  was  proposed  without  any  drawback  when 
exported.  This,  including  the  present  duty  of  twenty  cents  on 
refined,  would  be  equal  to  twenty-eight  or  twenty-nine  cents 
per  gallon ;  "  even  then,  at  its  market  price,  next  to  the  sun, 
it  was  the  most  economical  light  in  the  world."  It  was 
proposed  to  increase  the  tax  on  manufactures  from  five  to  six 
per  cent.  "  It  is  to  be  borne  in  mind,"  said  Mr.  Morrill, "  that 
taxes  of  this  kind  paid  on  manufactures  can  only  be  defended 
by  the  necessities  of  the  day,  as  each  addition  lessens  the 
power  on  the  part  of  the  people  for  consumption,  and  do  not, 
like  duties  on  imports,  give  any  compensation  by  an  impetus 
to  the  industry  of  the  country.  As  l^islators  in  this  critical 
period  in  our  history,  I  think  it  indispensable  to  our  success  in 
the  great  contest  now  going  on,  that  we  should  see  to  it  with 
the  most  earnest  solicitude  that  every  man,  every  machine, 
every  engine,  and  every  mill  is  kept  constantly  and  profitably 
employed.  The  capital  expended  in  war  is  gone  forever,  and 
unless  the  productive  energies  of  the  country  are  skillfully 
and  properly  directed  to  a  daily  repair  of  this  waste,  we  shall 
at  the  close  find  the  people  irretrievably  impoverished." 
"  The  income  tax,  intrinsically  the  mast  just  of  all  taxes,  is 
yet  one  extremely  difficult  of  adjustment  and  collection.  The 
fault  found  with  our  present  law  is  that  too  many  large 
incomes  partially  escape  which  ought  to  contribute  more  fully. 
Every  man  would  be  content  provided  his  neighbor  paid  his 
just  proportion.  This  we  have  attempted  to  remedy  by  pro- 
viding that  in  all  cases  returns  shall  be  made  under  oath,  and 
that  even  then  this  shall  not  be  final  unless  the  assessor  shall 
be  satisfied  of  their  correctness.  We  also  propose  that  all 
incomes  over  $3000  shall  be  assessed  at  ten  per  cent."  Most 
of  the  recommendations  of  the  conmiittee  were  adopted,  and 
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the  law  marked  top  high  water  in  internal  revenue  taxation.^ 
The  war  ended  the  following  month,  and  no  longer  did  the 
trying  problem  of  increasing  the  revenue  confront  Congress. 
The  debt  on  the  last  day  of  March,  1865,  was  §2,366,955,077, 


comix)scd  of  the  following 

Funrled  debt 
Matured  del)t 

Temi>orary  loan  certificntes . 
CcTtificatcs  of  indebtedness  . 
Intorrat-bearing  notes  . 
Siift[)cnded  or  unpaid  requisitions 
[rnitod-.Stntcft  notes  (legal  tenders) 
Fmctional  currency 


terns: 


C.2 


Cash  in  the  treasury 


*  Act,  March  3,  1865,  38  Cong.,  second  session,  chap.  78. 
•Ann.  Trea.«<.  Re]K>rt,  1867. 


$1,100,361,241 

349,420 

52,452,328 

171,790,000 

62r3,812,800 

114,250,543 

433.160,569 

24.254,094 


$2,423,437,000 
56,481,924 
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CHAPTER  XI. 

THE  NATIONAL  BANKING  SYSTEM. 

Early  in  his  administration  of  the  treasury,  Mr.  Cliase 
pondered  over  the  expediency  of  replacing  tlie  State  l)ank  cir- 
culation ^vitli  one  furnished  by  national  banks  as  a  means 
primarily  for  sastainiug  the  government.  The  banks  in  the 
loyal  States  were  circulating  at  the  beginning  of  the  war  about 
$150,000,000  of  tlieir  notes,  and  Mr.  Chase,  in  liLs  first 
annual  report,  inquired  whetlier,  as  the  whole  of  this  circula- 
tion constituted  a  loan  witliout  interest  from  the  people  to  the 
banks,  costing  nothing  except  the  expense  of  i.ssue  and  in- 
terest on  the  sjxicie  kept  for  redemption,  "sound  policy  did 
not  re([uire  that  the  advantages  of  this  loan  be  trans fcmil,  in 
part,  at  lea*5t,  from  the  banks,  representing  only  the  interests 
of  the  stockholders  to  the  trovernment,  representing  the 
aggregate  interests  of  the  whole  j)eople." 

Mr.  Chase  fortifietl  his  jiosition  witli  the  remark,  that  the 
most  eminent  statesmen  had  questioned  whether  a  currency 
of  bank-notes  issued  bv  hxal  institutions  under  State  laws 
was  not,  in  truth,  prohibited  by  the  national  constitution. 
Such  emissions,  he  maintained,  certainly  fell  within  the  spirit, 
if  not  within  the  letter,  of  the  constitution,  prohibiting  the 
emission  of  "  bills  of  credit "  by  the  States,  and  of  their  mak- 
ing anything  except  gold  and  silver  coin  a  legal  tender  in 
payment  of  debts.    But  the  Supreme  Court  of  tlie  United 
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States,  twenty-five  years  before,  had  decided  that  a  private 
corporation,  authorized  by  a  State,  had  the  right  to  issue  cir- 
culating notes,  although  the  State  itself  could  not,  and  make 
them  receivable  for  dues  to  it  "However  this  may  be," 
added  the  secretary,  "  it  is  too  clear  to  be  reasonably  disputed 
that  Congress,  under  its  constitutional  powers  to  lay  taxes,  to 
r^ulate  commerce,  and  to  r^ulate  the  value  of  coin,  pos- 
sesses ample  authority  to  control  the  credit  circulation  which 
enters  so  largely  into  the  transactions  of  commerce,  and  affects 
in  so  many  ways  the  value  of  coin.  In  the  judgment  of  the 
secretary,  the  time  has  arrived  when  Congress  should  exercise 
this  authority." 

Two  plans  were  proposed  by  the  secretary.  The  first  plan 
was  the  gradual  withdrawal  from  circulation  of  the  notes  of 
private  corporations,  and  the  substitution  of "  United-States 
notes,  payable  in  coin  on  demand,  in  amoimts  sufficient  for 
the  useful  ends  of  a  representative  currency."  The  second 
plan  was  to  prepare  and  deliver  to  institutions  and  associa- 
tions notes  for  circulation  imder  national  direction,  secured  by 
the  pledge  of  United-States  bonds  and  other  needful  r^ula- 
tions,  and  convertible  into  coin. 

The  first  plan  had  been  partly  adopted  at  the  last  session 
of  Congress,  when  the  secretary  was  authorized  to  issue  $50,- 
000,000  of  United-States  notes,  payable  in  coin.  That 
authority,  the  secretary  remarked,  might  be  so  extended  as  to 
reach  the  average  circulation  of  the  country,  while  a  moderate 
tax,  gradually  augmented,  on  bank-notes,  would  relieve  the 
national  from  competition  with  the  State  circulation.  The 
substitution  of  a  national  for  a  State  currency  would  be 
equivalent  to  a  loan  to  the  government  without  interest, 
except  on  the  redemption  fund,  and  without  expense,  except 
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the  oo&t  of  preparation,  issue,  aaJ  redemption,  while  the  people 
would  get  a  uniform  eunvncy  and  bear  a  s^maller  butxien  in 
the  form  of  interest  tin  the  public  debt. 

The  secretan-  then  strongly  stated  the  objections  to  tliis 
plan.  "  The  temptation,  e^i^et-ially  great  in  times  of  pressure 
and  danger,  to  issue  notes  without  adequate  provision  for 
redemption ;  the  ever-present  liability  to  be  calleil  on  for 
redemption  beyond  means,  however  carefully  provideii  and 
managed:  the  hazard  of  panic?,  precipitating  demands  for 
coin,  concentrated  on  a  few  points  and  a  single  fund ;  the  risk 
of  a  depreciated,  and  depreciating  and  finally  worthless,  paper 
money  ;  the  immeasurable  evils  of  dishonored  public  faith 
and  national  Ijankruptcj' — all  these  are  possible  consequences 
of  the  adoption  of  a  system  of  government  circulation/' 
These  possible  disasters  so  much  outweighed  the  probable 
benefits  of  the  plan,  that  he  opposed  the  adoption  of  it. 

The  principal  features  of  the  second  plan  were,  first,  the 
making  of  notes  bearing  a  common  impression,  and  authen- 
ticated by  a  common  authoritv- ;  second,  their  redemption  by 
the  associations  and  institutions  to  which  they  should  be 
delivered  for  issue;  and,  third,  the  securing  of  them  by  a 
pledge  of  United-States  stocks  and  an  adequate  amount  of 
specie. 

"  If  this  plan  should  be  adopted,"  said  the  secretary,  "  the 
people  in  their  ordinar}-  business  would  find  the  advantages 
of  uniformity  in  currcncj-,  of  uniformity  in  security,  of  effectual 
saf^uard — if  effectual  safeguard  is  jx)ssible — ^against  depi^ecia- 
tion,  and  of  protection  from  losses  in  discounts  and  exchanges ; 
while,  in  the  operations  of  the  government  the  i)eople  would 
find  the  further  advantages  of  a  large  demand  for  goveniment 
securities,  of  increased  fiicilities  for  obtaining  the  loans  required 
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national  circulation  resting  on  national  bonds  issued  by  a 
national  officer  to  banks  and  bankers  governed  by  State 
authority.  Their  parentage  and  discipline  were  not  to  be 
changed. 

The  bankers  of  New  York  having  heard  that  Mr.  Chase 
would  recommend  a  national  banking  system  in  his  annual 
report,  James  Gallatin  prepared  and  read  to  him  "  an  exposi- 
tion of  the  futility  of  resorting  to  such  a  scheme,  and  explained 
how  it  would  fail  to  yield  to  him  the  supply  of  capital  which 
he  required."  *  The  banks  had  not  yet  fully  learned  how  Mr. 
Chase  regarded  their  advice ;  their  doubt,  however,  was  solved 
within  a  few  months. 

The  New-York  plan,  on  which  the  national  banking  system 
was  largely,  though  not  wholly,  based,  had  been  in  operation 
in  that  State  since  1838.  The  germ  of  such  a  system  may  be 
found  in  the  letter  of  Curtius,  addressed  to  the  secretary  of  the 
treasury  in  1816,  on  the  subject  of  a  national  currency.  He 
recommended  the  formation  of  a  national  bank  whose  capital 
should  consist  of  "  public  responsibilities  to  an  amount  com- 
mensurate with  the  circulating  medium  essential  to  the  trans- 
fer of  property,  that  certain  revenues  should  be  hypothecated  to 
discharge  the  interest,  and  that  Congress  should  grant  lands  as  a 
collateral  security.  As  the  notes  of  this  institution,"  continued 
the  writer,  "  are  intended  to  represent  the  circulating  mediiun, 
the  amount  of  capital  should  be  predicated  on  an  estimate  of 
our  present  circulation,  and  by  the  adoption  of  public  stock, 

ment ;  and  that  in  case  the  same  shall  fail  to  be  redeemed  by  the  bank  or 
banker  issuing  them,  then,  on  due  demand  and  protest,  such  superintendent 
will  sell,  after  proper  notice  to  the  bank  or  banker,  and  apply  to  the  redemp- 
tion of  said  bills  the  stocks  held  to  secure  the  same." 

1 16  Bank.  Mag.,  p.  627. 
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with  the  hypothecation  of  real  property,  to  stand  as  a  collateral 
guarantee,  tliere  will  be  an  apparent  and  sure  evidence  of 
responsibility  and  representative  value."  In  1827  the  idea 
of  Curtius  was  wrought  into  a  better  form  by  the  Rev.  Dr. 
llcVickar,  and  sent  to  a  member  of  tlie  New- York  Legislature. 
After  setting  forth  the  evils  attending  banking  at  that  time, 
and  the  nature  of  the  business  and  of  credit,  he  proposed  a 
banking  system,  the  first  three  provisions  of  which  are  the 
follo>ving  :  "  1.  Banking  to  be  a  free  trade,  in  so  far  as  that 
it  may  \ye  freely  entered  into  by  individuals  or  associations 
under  the  provisions  of  a  general  statute.  2.  The  amount  of 
the  banking  capital  of  such  individual  or  association  to  be 
freely  fixed,  but  to  be  invested  one-tenth  at  the  discretion  of  the 
bank,  the  remaining  nine-tenths  in  government  stock,  whereof 
the  bank  is  to  receive  the  dividends,  but  the  principal  is  to 
remain  in  pledge  for  the  redemption  of  its  promissory  notes, 
under  such  securities  as  to  place  the  safety  of  the  public 
beyond  doubt  or  risk,  the  stock  being  made  untransferable, 
except  by  the  order  of  such  court  as  shall  be  made  cognizant 
of  these  subjects  with  a  view  to  wind  up  the  affairs  of  the  bank. 
3.  The  promissory  notes  of  such  individual  or  association  to 
bear  upon  their  face  the  nature  and  amount  of  the  stock  thus 
pledged,  together  with  the  usual  signatures,  and  in  their  amount 
never  to  exceed  the  amount  of  their  pledged  stock,  under  the 
penalty  of  the  individual  or  firm  being  declared  bankrupt." 
Although  the  plan  did  not  meet  with  a  favorable  reception  at 
Albany,  four  years  afterward,  in  1831,  some  fruit  appeared  in 
Maryland.  A  bill  was  introduced  into  the  L^slature^  pro- 
viding for  free  banking.  The  license,  therefore,  was  to  be 
obtained  from  the  chancellor  of  the  State.  The  applicant  was 
to  exhibit  a  list  of  his  property,  which  was  to  be  vested  in 
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trust  in  a  form  selected  or  approved  by  the  chancellor.  The 
deed  of  trust  ^vas  to  be  dra>vn  '^  in  such  temis^  and  with  such 
provisions  as  he  may  deem  most  proper  for  the  security  of  the 
object  of  said  trust."  The  chancellor  having  approved  the 
deed,  the  applicant  wn^  to  receive  a  certificate  from  the  clerk 
of  tlie  county  court  of  the  deposit  of  the  same  for  record. 
The  next  step  was  for  the  cliancellor  to  determine  the  value 
of  the  property  described  in  the  instrument,  and,  having  done 
so,  he  could  authorize  the  applicant  to  issue  notes  not  exceed- 
ing in  amount  one-fourth  of  the  value  of  such  property. 
Subsequently,  in  1834,  several  members  of  a  local  bank  con- 
vention, held  in  Baltimore,  favored  the  establishing  of  a  bank, 
with  three-fourths  of  the  capital  permanently  invested  in 
mortgages.  A  copy  of  the  Maryland  bill  was  transmitted  to 
a  member  of  the  Xew-York  Senate  in  1837,  and  the  next  year 
the  banking  system  was  adopted,  and  which,  after  a  trial  of 
twenty-five  years,  was  to  be  more  highly  developed  and  ser\'e 
a  national  purpose. 

A  bill  was  prepannl  by  the  Committee  of  Ways  and  Means, 
embodying  the  views  of  Mr.  Chase.  The  work  of  prejyaration 
mainly  fell  on  Mr.  Spaulding,  Mr.  Hooper  and  other  mem- 
bers rendering  valuable  assistance.  The  banking  laws  of  the 
States  were  thoroughly  examined  by  comixitent  persons,  and 
utilized.  Massachasetts  had  recently  enacted  a  free  Iwinking 
law,  which  contained  improvements  on  the  New  York 
original,  some  of  which  were  incorjxjrated  in  the  national 
bank  bill.  Other  parts  were  taken  from  the  banking  laws  of 
Ohio  and  Illinois,  which  were  the  fruit  of  much  study  and 
experiment.  The  provisions  relating  to  the  reser\'e  fund  were 
drawn  largely  f5pom  the  banking  law  of  Louisiana.  The  bill, 
therefore,  was  a  mosaic,  though  containing  more  of  the  New- 
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York  banking  law  than  any  other.  At  a  meeting  of  repre- 
sentatives of  banks  and  boards  of  trade^  held  in  Washington 
early  the  next  year  to  consult  with  Mr.  Chase^  several  propo- 
sitions were  formulated,  and  among  these  ^'that  Congress 
should  enact  the  national  currency  bill,  embracing  the  general 
provisions  recommended  by  the  secretary  in  his  annual  report." 
The  measure  was  generally  discussed  by  members  of  Congress, 
newspapers,  bankers,  and  others,  but  other  business  pressed  so 
heavily  that  even  a  notice  in  July  to  print  extra  copies  was 
laid  on  the  table.  Shortly  afterward,  Mr.  Stevens,  the  chair- 
man of  the  committee,  reported  against  the  bill.  The  gov- 
ernment having  authorized  the  issue  of  $300,000,000  of  legal 
tenders,  the  consideration  of  the  subject  was  deferred  for  the 
session. 

At  this  time  public  opinion  was  divided,  and  opposition  to 
the  plan  was  not  confined  to  the  banks,  nor  to  interests  allied 
with  them.  In  an  able  and  elaborate  report  on  the  finances 
and  resources  of  the  country,  adopted  by  a  very  respectable 
New  York  society  in  January,  the  following  criticism  was 
expi'GSsed :  "  Were  this  plan  of  banking  adopted,  the  circu- 
lating ciu'rency  of  tlie  country  would  be  irregular  in  value  at 
different  ix)ints,  for  remote  banks  would  not  redeem  at  par  at 
the  centre  of  exchanges.  Not  only  so,  but  it  would  be  con- 
stantly varying  in  amount,  producing  perpetual  changes  in 
values,  for  marketable  value  depends  on  the  quantity  of  circu- 
latinj;  nmliuni.  Each  l)ank  would  sell  its  security  and  call 
in  its  circulation,  whenever  tlie  high  price  of  United-States 
Hl(M*kH,  or  the  wish  of  the  owner  might  suggest  the  course. 
And  ii|<^iin,  from  other  causes,  large  amounts  of  bank-notes 
wouM,  lit  diflon^nt  tinuw,  be  thrown  out  for  circulation,  and 
tliuH,  iuovital)ly,  would  i)erpetual  change  in  the  quantities  of 
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circulating  medium  perplex  and  embarrass  commercial  trans- 
actious."^ 

In  his  next  report  Mr.  Chase  strenuously  urged  the  estab- 
lishing of  the  system.  He  said  it  seemed  difficult  to  conceive 
of  a  note  circulation  which  would  combine  higher  local  and 
general  credit  than  this.  After  a  few  years  no  other  circu- 
lation would  be  used,  nor  could  the  issues  of  the  national 
circulation  be  easily  increased  beyond  the  legitimate  demands 
of  business.  Every  dollar  of  circulation  would  represent  real 
capital  actually  invested  in  national  stocks,  and  the  total 
amount  issued  could  always  be  easily  and  quickly  ascertained 
from  the  books  of  the  treasury.  These  circumstances,  if  they 
might  not  wholly  remove  the  temptation  to  excessive  issues, 
would  certainly  reduce  it  to  the  lowest  point,  while  the  form 
of  the  notes,  the  uniformity  of  devices,  the  signatures  of 
national  officers,  and  the  imprint  of  the  national  seal  authen- 
ticating the  declaration  borne  on  each  that  it  was  secured  by 
bonds  which  represented  the  faith  and  capital  of  the  whole 

* "  It  is  true  that  in  the  State  of  New  York  this  syBtem  has  worked  well, 
bat  it  is  equally  true  that  in  Illinois  it  has  been  a  failure ;  and  it  would  have 
been  a  failure  in  that  State  on  the  first  financial  pressure,  had  no  rebellion 
occurred.  The  larger  part  of  the  banking  capital  of  the  State  of  New  York 
is  in  the  city  of  New  York,  and  tlie  centre  of  exchanges  being  in  the  city, 
capital  concentrates  there.  The  city  banks  have  very  few  bills  in  circula- 
tion, and  the  result  is,  that  the  country  banks,  which  depend  for  profits  on 
their  circulation,  issue  that  circulation  without  fear,  as  the  city  banks  are 
always  ready  to  redeem,  and,  for  a  reasonable  time,  hold  the  bills  of  the 
banks  of  which  they  keep  the  accounts,  charging  interest  on  the  debit  bal- 
ances, however  small,  and  allowing  no  interest  on  credit  balances,  however 
large.  Excepting  in  New  England,  there  is  no  such  commanding  centre 
where  redemptions  are  made  when  needed.  As  a  system  for  the  entire 
Union,  we  can  draw  no  pro|)er  parallel  from  the  success  of  the  plan  in  New 
York." — Report  of  Oeographuxd  and  StaXisUcal  Society,  p.  5. 
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country,  could  not  fail  to  make  every  note  as  good  in 
any  part  of  the  world  as  the  best-known  and  best-esteemed 
national  securities.  Another  advantage  mentioned  by  the 
secretary  was  the  reconciliation,  as  far  as  practicable,  of 
''the  interests  of  existing  institutions  with  those  of  the 
whole  people." 

Mr.  Chase's  recommendation  was  received  with  general 
favor.*  Nor  did  the  banks  disagree  with  him.  Said  an  ex- 
cellent authority :  "  The  sound  and  oonser\'ative  banks,  who 
look  to  the  safety,  the  uniformity  and  the  stability  of  the 
paper  currency  of  the  country  as  essential  to  the  prosperity 
and  permanency  of  commerce  and  finance,  consider  the  pro- 
posed change  as  desirable  for  the  true  interests  of  the  people. 
In  this,  however,  the  banks  properly  exclude  the  idea  of  profit 
to  individuals,  which  now  arises  from  the  issue  of  paper 
money;  but  in  view  of  the  lamentable  evils  which  have 
hitherto  marked  its  excesses  and  abuses,  they  look  at  the 
subject  in  its  broader  and  national  aspects,  and  conclude  that 

"  President  Lincoln  strongly  favored  the  national  banking  system.  In 
his  second  annual  message,  afler  declaring  the  desirability  of  returning  to 
8j)etie  payments  at  "  the  earliest  period  compatible  with  due  regard  to  all 
interi»8t8  concerned,"  and  inquiring  whether  there  was  any  other  mode  in 
which  the  necessary  provision  for  the  public  wants  could  be  made,  and  the 
great  advantages  of  a  safe  and  uniform  currency  be  secured,  answered,  "  I 
know  of  none  which  promises  so  certain  results,  and  is,  at  the  same  time,  so 
unobjecti(mable,  as  the  organization  of  banking  associations,  under  a  general 
act  of  Congress  well  guarded  in  its  provisions.  To  such  associations  the 
government  might  furnish  circulating  notes  on  the  security  of  United- 
States  l)ond8  deposited  in  the  treasury.  These  notes,  prepared  under  the 
supervision  of  proper  officers,  being  uniform  in  appearance  and  security, 
and  convertible  always  into  coin,  would  at  once  protect  labor  against  the 
evils  of  a  vicious  currency  and  facilitate  commerce  by  cheap  and  safe 
exchanges." 
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the  interests  of  the  whole  country  and  the  whole  people  are 
paramount  to  those  of  individuals  and  corporations."  ^  The 
favoring  wind  of  public  opinion  had  been  blowing  more  and 
more  strongly  ever  since  Mr.  Chase  made  his  first  recom- 
mendation. 

A  bill  was  introduced  into  the  House  by  Mr.  Hooper,  a 
member  of  the  Committee  of  Ways  and  Means,  and  reported 
adversely  the  next  day;  at  the  same  time,  however,  they 
reported  favorably  on  another  bill  which  had  received  their 
consideration.  Subsequently  Mr.  Moorhead  introduced  a  third 
bill,  but  no  action  was  taken  on  either ;  in  the  meantime  Mr. 
Sherman  introduced  one  into  the  Senate,  which  was  reported 
from  the  Finance  Committee  with  some  amendments,  thor- 
oughly debated  and  passed,  and  sent  to  the  House  on  the  12th 
of  Februar}\^  The  principal  speech  in  favor  of  the  bill  was 
made  by  Mr.  Sherman,  and  Mr.  Collamer,  of  Vermont,  was 
the  strongest  opponent.  Mr.  Sherman  first  stated  the  objec- 
tions to  issuing  more  United-States  notes.  The  danger  of 
over-issuing  them  was  pressing  on  the  country,  and  their 
effect  in  inflating  values  "  was  felt  by  every  one."  The  mere 
introduction  of  a  bill  in  the  House  to  authorize  the  issue  of 
$300,000,000  additional  United-States  notes  had  operated  like 
magic'  On  the  day  this  w-as  done  gold  commanded  a  pre- 
mium of  thirty-six  and  a  half  per  cent.     The  next  day  it  rose 

^  17  Bank.  Mag.,  p.  573. 

*  The  Finance  Committee  reported  favorably  by  a  bare  miyority  of  one, 
Senator  Rice,  of  Minnesota,  at  the  request  of  Mr.  Chase,  giving  his  vote  in 
favor,  though  voting  against  the  bill  on  its  passage  in  the  Senate. 

'  "  In  one  week  it  changed  values  over  ten  per  cent,  and  in  three  or  four 
weeks  it  changed  them  nearly  thirty  per  cent.  The  proposition  of  the 
Senate  to  check  this  over-issue  at  once  reduced  it  some  four  or  five  per 
cent" — Senator  Shurman,  Speeches^  p.  61. 
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been  declared  a  l^al  tender,  the  bank  circulation  had  increased 
from  $120,000,000  to  $167,000,000.^  The  banks  sold  their 
gold  at  a  premium,  and  put  l^al-tender  notes  in  its  place  to 
redeem  their  own  circulation.     The  senator  maintained  that 

other  paper  money  on  the  basis  of  it.  Most  of  their  charters  require 
them  to  keep  one-third  specie  in  their  vaults;  but  under  the  operation 
of  existing  laws  instead  of  that  specie,  they  will  now  keep  one-third 
pai>er  money.  Every  new  issue  of  treasury-notes  is  only  a  bid  for  a  new 
inflation  by  the  banks,  and  thus  the  better  money  of  the  United  States  is 
lioardcd  and  lud  away,  and  the  paper  money  which  is  issued  on  the  credit 
of  it  is  thrown  on  the  country,  producing  inflation  and  derangement  of  our 
monetary  system." — Senatob  Shebman,  Speech  in  Senate,  July  4, 1862. 
Kobert  J.  Walker,  in  reviewing  our  finances,  and  Mr.  Chase's  report  in 
December,  1862,  said :  **  Just  in  proportion  as  the  issue  of  treasury-notes  be- 
comes redundant  and  depreciated,  will  the  bank  circulation  redeemable  in 
such  notes  augment  and  depreciate  also.  This  is  the  law  of  bank  circula- 
tions as  now  forced  upon  us  by  Congress.  If  this  policy  is  adopted  by  Con- 
gress, an  enlarged  issue  made  of  treasury-notes,  and  the  plan  of  the  secretary 
discarded,  our  bank  and  treasury-note  circulation,  with  the  war  continued, 
will  very  largely  exceed  one  billion  of  dollars  before  the  close  of  the  next 
fiscal  year,  and  both  will  be  depreciated  much  more  than  sixty  per  cent. 
Thus,  if  we  should  enlarge  our  issues  of  legal  demand  treasury-notes  to 
$500,000,000,  and  these  be  made  the  basis  of  bank  issues,  in  the  ratio  of 
three  to  one,  our  total  paper  circulation  would  be  $2,000,000,000,  such 
treasury-notes  inflating  the  bank  issues,  and  both  depreciating  together. 
The  result  would  be  general  insolvency  and  repudiation." 

' "  When  you  issue  your  paper  money  now,  as  you  are  compelled  to  issue 
iif  it  becomes  the  basis  of  other  issues  by  the  banks,  and  the  inflation 
which  you  are  compelled  to  give  becomes  a  double  inflation  from  its  conse- 
quences on  the  banks  of  the  United  States.  When  the  government  of  the 
United  States  issued  $150,000,000  of  notes,  if  there  liad  been  no  depreciated 
bank  paper  money  in  the  United  States,  that  $150,000,000  would  this 
moment  have  been  at  par  with  gold ;  but  the  issue  by  the  government  was 
made  the  basis  of  other  issues  by  local  banks.'' — Senatob  Shebman, 

4>eee4  m  Senale,  July  4, 1862. 
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it  wouM  Ije  vr:r\'  easj-  to  prove  that  "  ilaring  war  local  banks 
arc  tlie  natural  enemies  of  a  national  ctirrenc\\  Whenever 
spefie  paynieuta  are  ?a*pended,  the  p>wer  to  issue  a  bank-note 
is  the  same  as  the  power  to  ei>in  money.  If  you  give  to  an 
indi\ndual  or  a  oorpjratiun  the  power  to  i<sue  his  note  as 
monev  at  a  time  when  he  is  not  re^mine*!  bv  the  neces>itv  of 
paying  it  in  goKl  and  silver,  you  give  him  practically  the  power 
to  a:»in  monev/'  The  banks  in  the  United  States  were  imiiat- 
iug  the  Bank  of  France  after  it  suspended  specie  payments, 
and  whose  conduct  was  severely  censured  by  Napoleon  amid 
the  terrific  excitement  of  his  Austcrlitz  campaign.  He  wrote 
to  the  minister  of  the  treasury  that  the  bank  was  "  coining 
false  monev." 

No  one  could  deny  this  statement.  Tlie  lecral-teuder  notes 
were  lawfiil  money,  and  the  banks  could  liold  tlicm  instead  of 
specie  for  the  purpose  of  redeeming  their  circulation.  The 
treasurv-notes  which  had  been  issued  from  time  to  time  for 
fifty  years  until  1862  were  not  a  legal  tender,  and  could  not 
be  used  to  redeem  bank-notes.  Congress,  when  author- 
izing]: the  issue  of  legtil-tendcr  notes,  prepaiTKl  two  ways  for 
inflating  tlic  currency — erne  way  was  by  the  act  of  goveni- 
ment,  and  the  other  bv  that  of  the  banks.  Con^-ress  rendered 
banlv-iioto  issuing  far  easier  than  ever  l)efore.^  Considering 
tlie  lacility  atlonled  for  bank-note  exj)ansion  after  the  issue  of 
legal-tender  notes,  the  banks  merit  some  favorable  regard  for 
not  expanding  more  rapidly.  Nevertheless,  the  fear  that  they 
would  issue  moi-e  notes,  and  thus  accelerate  the  diminishing 
value  of  the  entire  circulating  medium,  moved  many  to  favor 

* "  Thv  iiicrcskM'  in  onu  ycnr  after  suspension  of  specie  pajnient  was  $56,- 
000,(X)0.  Uolievc'd  of  nil  liability  to  nHleem  the  evident  tendencr  of  the 
iKtnkii  WHH  to  Htill  grcutiT  expansion/* — Compii-olkr^a  Beporiy  1866^  p.  67. 
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a  policy  of  confining  the  issue  of  paper  money  to  the  govern- 
ment^ or  to  banks  amenable  to  national  regulation.^ 

In  a  speech  delivered  at  the  previous  session^  Mr.  Sherman 
had  described  the  "  radical  objections  to  the  present  banking 
system."  At  that  time  one  thousand  three  hundred  and 
ninety-six  banks  existed  in  twenty-nine  States  and  one  terri- 
tory. "  Their  systems  of  banking,"  he  said,  "  are  as  diverse 
as  anything  can  possibly  be.  We  have  a  complex  system  of 
bank-notes.  The  ordinar)^  bank-note  reporters  and  detectors 
contain  an  infinite  variety  of  descriptions  to  tell  the  value  of  a 
bank-note,  and  whether  it  is  counterfeit.  The  loss  by  counter- 
feiting, and  the  loss  by  bad  notes  of  various  kinds  in  this 
country,  is  estimated  by  gentlemen  who  are  engaged  in  the 
business  as  nearly  equal  to  the  interest  on  the  whole  circu- 
lation. The  people,  therefore,  are  not  only  compelled  to  use 
this  money,  and  substantially  give  to  the  banks  a  profit  of  the 
interest  on  the  whole  circulation,  but  in  addition  to  that  they 
fully  lose  $9,000,000  in  the  form  of  defaced  notes,  counterfeit 
notes,  etc. 

"  Every  year  more  or  less  of  these  Ixmks  break.  There  is 
no  stability  about  them.  They  have  no  common  bond  of 
organization ;  any  important  event  that  disturbs  the  money 
market  of  the  world  makes  a  greater  flutter  among  them  than 

*When  the  bill  for  authorizing  the  second  issue  of  $loO, 000,000  legal- 
tender  notes  was  before  the  House,  ^Ir.  Hf)oper,  of  Mnssachusetts,  inquired 
of  a  member,  which  he  considered  had  tlie  greatest  effe:.t  in  depreciating 
the  currency,  "  the  unrestrained  issue  of  notes  of  suspended  banks,  I  mean 
banks  which  have  suspended  specie  payment,  and  upon  whose  issue  there 
is  no  kind  of  restriction,  or  the  issue  of  these  goveniment-notes,  the  depre- 
dation of  which  IB  limited  by  the  convertibility  which  they  carry,  into  the 
bonded  debt  of  the  country,  payable  in  specie,  interest  un^l  principal." — 
Omg.  Globfj  June  19, 1S62.    See,  also,  17  Bank,  Mag.,  485. 
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a  shot  among  a  bevy  of  partridges.  The  uncertain  rate  of 
exchange  between  the  different  States  grows  out  of  the  multi- 
tude and  divei-sity  of  the  banks.  The  bank  paper  of  States 
adjoining  each  other  has  varied  in  value  as  much  as  one  year's 
interest  of  money." 

Much  was  expected  of  the  national  banking  system.  Be- 
side convertibility  of  the  notes,  and  imiformity  in  size,  Mr. 
Shennan  maintained  that  if  the  system  were  established,  a 
market  would  be  created  for  the  bonds  of  the  government ; 
the  national  bank-notes  would  furnish  a  medium  for  absorb- 
ing thase  of  the  State  banks ;  the  banks  would  be  safe  and 
convenient  depositories  of  the  public  money ;  they  would  also 
form  a  community  of  interest  between  the  stockholders,  the 
people,  and  the  government ;  and,  finally,  the  system  would 
promote  a  sentiment  of  nationality. 

Mr.  Collamer  opposed  the  bill  in  an  elaborate  speech.  He 
first  showed  what  suffering  would  be  caused  in  settling  the 
business  of  the  State  banks.  "  It  will  be  found  that  the  people 
will  not  break  up  their  present  system  of  banking,  interwoven 
as  it  is  with  all  their  transactions,  bound  up  as  their  business 
life  is  with  it,  to  establish  banks  under  this  bill,  and  they  will 
never  buy  United-States  st(x?ks  for  this  })urpose."  He 
questioned  the  right  of  the  government  to  imj^se  a  tax  so 
great  on  the  State  banks  as  to  drive  them  out  of  business, — a 
provision  contained  in  another  bill  und(»r  discussion  by  the 
House.  He  questioned  the  right  of  the  government  to  establish 
corporations  in  States  and  territories  entirely  independent  of 
their  power  of  visitation.  He  also  objected  that  by  putting 
capital  into  these  banks  it  would  Ix)  removed  from  State  tax- 
ation. He  questioned  the  propriety  of  '' undertaking  as  a 
nation  to  say  that  we  would  be  responsible  for  the  ultimate 
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redemption  of  these  bills  by  the  securities  that  are  deposited." 
He  then  showed  the  danger  arising  from  the  system  as  a 
political  agency.  The  bill  provided  for  the  appointment  of  a 
comptroller  and  other  officers  and  agents.  The  secretary  of 
the  treasury  was  to  be  endowed  with  authority  to  make  some 
of  the  banks  depositories  of  the  public  revenue,  and  to  dis- 
tribute the  §300,000,000  of  stock  which  could  be  put  into 
these  institutions.  "  If  a  secretary  of  the  treasury  can  be 
furnished  with  these  powers,  and  chooses  to  use  them,"  said 
the  senator,  "  he  must  be  a  very  bungling  politician  if 
he  cannot  make  himself  president  any  day."  Other  objec- 
tions were  raised  by  him,  but  the  most  fully  discussed  feature 
of  the  law  was  the  proposed  tax  of  two  per  cent  on  their 
capital. 

Senator  Harris,  of  New  York,  when  offering  an  amend- 
ment granting  authority  to  the  State  banks  to  receive  circula- 
tion under  their  cliarters,  said :  ^'  The  banks  in  the  State  of 
New  York  can,  I  believe,  he  induced,  without  surrendering 
their  charters  as  State  banking  associations,  to  take  out  circu- 
lation under  the  provisions  of  this  bill,  but  I  do  not  suppose 
that  a  single  banking  institution  in  the  State  of  New  York 
would  ever  be  induced  to  surrender  the  privileges  it  derives 
under  the  State  laws,  and  become  an  association  organized 
under  the  provisions  of  tliis  Act." 

James  Gallatin,  of  New  York,  wrote  to  Senator  Fessenden 
during  the  debate :  "  In  our  own  State,  as  well  as  in  the  West, 
the  system  of  banking  on  public  stocks  has  proved  delusive  in 
seasons  of  great  depression  in  the  prices  of  such  stocks,  being 
less  reliable  than  banking  upon  real  business  mercantile  paper 
(not  accommodation)  at  short  dates ;  and  the  banks  dealing  in 
the  latter  in  this  city  having  been  compelled  to  protect  the 
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circulation  of  the  public  stock  banks  in  order  to  save  the  latter 
from  bankruptcy." 

The  dclxite  in  the  Senate  continued  until  the  12th  of  Febru- 
ary, when  the  bill  2)assed  by  the  very  close  vote  of  twenty- 
three  to  twenty-one. 

The  debate  in  the  House  was  brief,  for  the  subject  had  been 
debated  when  the  §900,000,000  loan-bill  was  before  that  body. 
The  session  was  rapidly  nearing  the  end,  and  many  important 
matters  requii'ed  consideration.  The  discussion  opened  with 
a  sjxKJch  by  Mr.  SjKiulding,  of  New  York,  followed  on  the 
same  side  by  Mr.  Fenton,  also  of  tliat  State.  He  remarked 
that  in  November  of  the  previous  year  the  circulation  of  the 
banks  in  the  loyal  States  was  §167,000,000.  To  redeem  this 
the  banks  held  about  §40,000,000  of  State  securities,  leaving 
§120,000,000  inadec|uately  secured.  In  only  nine  of  the 
thirty-four  States  had  the  principle  of  seciu'ing  payment  of  the 
bank  circulation  been  adopted. 

As  the  pr()}K>sed  system  was  not  compulsor)'  on  existing 
banks,  it  would  not  \ye  regarded  with  the  jealousy  of  a  purely 
rival  scheme,  and  an  intelligent  consideration  of  their  own 
interests,  and  those  of  the  government  and  the  i>eople,  would 
lead  the  banks  to  modify  any  contemplatetl  opposition ;  and 
even  if  their  individual  profits  and  the  preifcnt  moilcs  of  buj4i- 
ne<s  were  somewliat  injuriously  affected,  the  same  liberal  and 
devoted  patriotism  in  support  of  the  public  credit  heretofore 
exhibited  would  insure  their  ac(|uiescence  in  all  public 
measures  deemed  necessary  to  preserve  that  credit. 

One  of  the  gravest  fears  of  the  New-York  banks  couwm- 
ing  the  measure  was  depreciation  on  the  State  bonds  held 
by  them  to  secure  tlieir  circulation  if  required  to  replace 
them  with  bonds  issued  by  the  government.     If  they  were 
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driven  out  of  the  State  system  by  the  taxation  of  their  cir- 
culation, or  in  otlier  ways,  it  would  be  necessary  to  organize 
under  the  national  system  or  retire  from  business.  In  either 
event  their  bonds  would  l)e  sold,  and  they  feared  the  conse- 
quences. Mr.  Fenton  said,  in  reply  to  tliis  objection,  there 
was  reason  for  believing  that  in  any  event  tlie  stocks  issued 
by  his  State  would  be  required  "  for  investment  on  private 
and  foreign  account,  and  suffer  no  depreciation."  But  sup- 
posing they  might,  this  was  of  small  moment  compared  with 
their  greater  interest  in  upholding  the  credit  of  the  govern- 
ment. At  that  time  the  New- York  banks  held  $12,000,000 
of  United-States  bonds  as  part  security  for  their  circulation, 
and  $136,000,000  more  of  these  bonds  taken  for  loans  and 
advances  to  the  government. 

The  principal  speech  against  the  bill  was  delivcixxl  by  Mr. 
Baker,  also  of  New  York.  Many  objections  were  stated,  one 
of  which  was  that  the  bill  did  not  provide  a  central  place  for 
tlie  redemption  of  the  notes.  Each  bank  was  to  redeem  its 
circulation  at  the  place  of  issue.  The  New- York  banking 
system  provided  for  the  redemption  of  all  bank-notes  in  the 
chief  city  of  the  State.  When  the  previous  safety  fund  system 
existed  there,  bank-notes  were  from  one-eighth  to  two  i)er 
cent  discount,  varying  by  their  distance  from  the  place  of 
redemption.  "Such  would  be  the  case,^'  said  Mr.  Baker, 
"  with  the  notes  which  we  pro{K)se  to  issue  under  this  system 
in  each  individual  State,  but  the  discount  ujwn  them  would  Iw 
far  greater  in  other  States  and  at  distant  })oiiits  from  their  place 
of  issue.  To  remedv  this  evil,  and  make  this  currencv  of 
uniform  value  throughout  the  United  States,  it  is  absolutely 
necessary  that  these  associations  shoiild  be  comj)eIled  to 
redeem  their   notes   at  their  counters,   at    the    commeroial 
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wntre  of  each  State  in  which  they  are  located,  and  also  at 
>\-w  York." 

Another  objection  stated  by  him  was  the  requiring  of  the 
hianks  to  keep  on  hand  twenty-five  per  cent  of  their  circula- 
tion and  deposits  in  lawful  money .^  If  the  banks  should 
keep  legal-tender  notes  for  this  purpose,  and  the  legal-tender 
Act  £<hould  su<ldenly  be  declared  unconstitutional,  the  exposed 
condition  of  the  banks  would  be  apparent. 

In  a  sjKiech  prepared  by  Amasa  Walker,  of  Massachusetts, 
though  not  delivered,^  he  urged  the  adoption  of  the  pn^posed 
system,  first,  becaase  the  notes  would  be  uniformly  current 

'"The  States  generally  allowed  lianks  to  issue  notes  without  reference  to 
the  amount  of  Ki>ecie  in  their  vaults.  The  only  exceptions  were  the  Stales 
of  Jx;ui»iana,  which  reijuiroi  a  reserve  of  thiny-three  per  cent  upon  circQ- 
lation  and  de|)ot)it4,  and  MaijiiachuBettSy  which,  after  ISoS.  reijulred  a  nfeterve 
of  fifteen  jjcr  cent.  No  other  ca«e  is  recollected  where  any  definiie  prcipor- 
tlon  Ix'tween  <f])e(  ie  an<l  immediate  liabilities  wajs  established  by  law." — 
Amaka  Walker,  1  In.  Atr.,  p.  213. 

*  17  Bank.  Ma^.,  p.  8.'i3.  "  CouW  I  have  my  own  wishes."  Mr.  Walker 
bald.  *'  1  bhuuM,  :is  1  have  before  insifXed,  instead  of  creatine  s  rlva!  fT^i^-m, 
lay  a  tax  of  ihree  i»er  <.*iii,  semi-annually,  on  all  [•resvni  Ijink  cirvi:lai:..n. 
tirlva  it  enlirv ly  out  of  existence,  and  fill  its  place  w::b  :he  :eA-5«eadvT 
nou-  '/f  the  jpivcrniiieni ;  en  that,  on  the  reium  of  leaoe.  and  specie  fiay- 
ment'^  bv  i!)f  l"  vi-rnrnent  and  ihe  bink^  there  would  be  no  civdii  nirreiKT 
ist'ji:^.  exwi't  iii"M?  ip.aj.?  by  liie  national  currenvT",  which,  by  suliAbie 
iiiixiuti<j:i.  mi^hi  aJway<  1^  kt-pi  at  j»ar  with  arr-ld.  I  wou;.?  itn*  e!3.i*i:<li^ 
ojit-  kind  of  curromy  ins:«id  o:'  liirw.  and  that  ;he  vhi:a}>?s;  an^^.  l<«  we 
i,#,  J I  i  ].- -s^i'  !y  have.  Thi*  ar.-.-.:ijt-;i:er.:,  t  ^etl.er  wiih  ihe  IoctiI  pri'vi>i..-« 
•h:ii  tfie  !-«nke  miiih:  i?^v.».-  -T't.vic  tvr.id  rite*  in  :he  f -mi  .^f  ro:op  for  <:|^«e 
;uiiti:.l\y  in  their  j»i?s«*i:on.  w-u'.d  fun::*:i  ibtr.i  and  The  public  with  all  the 
iitin-.n*'}'  they  cc--ili  pos-iMy  need,  anil  \.'ae  ;ha:  wouJd  ncv>er  he  expoMd  to 
4f.y  flii'.'tiiatlon  exL«p:  that  which  na:urally  aris«»  fxv^m  the  i^raikci  <€ 
ilif.  Iavi«  of  trade,  and  which  can  never  be  violent  i>r  really  ix^crkios  to  9bbj 
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everywhere,  and  would  therefore  equalize  exchanges  between 
different  sections  of  the  country ;  secondly,  because  the  system 
would  secure  to  the  people  by  the  tax  imposed  on  the  banks  a 
share  of  the  large  profits  on  their  notes.  Again,  it  would 
greatly  reduce  tlie  danger  of  counterfeit  and  spurious 
emissions.*  They  would  be  brought  directly  and  uniformly 
under  the  control  of  national  legislation,  and  by  thus 
identifying  the  interests  of  the  moneyed  institutions  with 
the  credit  of  the  national  government,  strength  and  stability 
would  be  given  to  both.  Finally,  millions  of  capital  would 
be  diverted  from  the  East  to  the  West,  where  it  would  be 
more  actively  and  profitably  employed  for  business  purposes.^ 

^  At  that  time  there  were  seven  thousand  kinds  of  bank-notes  in  circa- 
lation. 

'  Perhaps  the  last  noteworthy  argument  against  the  national  banking 
system  was  make  by  Mr.  Van  Dyck,  the  superintendent  of  the  banking  de« 
partment  of  New  York,  at  the  beginning  of  1864.  He  remarked  that  "  the 
first  obvious  effect  of  the  national  system  must  be  the  inordinate  multiplica- 
tions of  banks  of  small  capitals  throughout  the  country.  The  slightest  famili- 
arity with  the  location  of  these  institutions  must  enforce  the  conclusion  that 
they  are  not  established  in  accordance  with  the  requirements  of  legitimate 
business,  adequate  to  the  support  of  a  bank,  but  that  they  are  designed  merely 
as  conduits  through  which  the  circulation  received  from  Washington  is  to 
flow  out  upon  the  community.''  The  idea  had  been  inculcated  that  the 
notes  thus  sent  forth  possessed  all  the  attributes  of  a  currency  issued  by  the 
nation  itself,  that  they  would  maintain  an  illimitable  round  of  circulation 
and  their  "  putative  fathers  "  would  nevejr  be  called  on  to  fulfill  the  promise 
of  payment  until  Columbus  discovered  another  continent,  or  De  Soto 
called  at  the  bank  on  his  way  up  the  Mississippi.  Under  these  seductive 
influences,  aided  by  the  hope  of  becoming  depositories  of  the  public  funds, 
Mr.  Van  Dyck  regarded  a  rapid  increase  of  the  banks  not  improbable,  and 
that  a  large  aooession  to  the  irredeemable  currency  would  "serve  further 
to  illustrate  the  problem  of  the  rising  properties  of  gold,  and  the  sinking 
properties  of  jmper." — 18  Bank  Mag^  p.  817. 
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The  bill  i)a.sse(i  l)v  a  vote  of  seventy-eight  to  sixty-four  on 
the  20th  of  February.  Many  were  in  favor  of  establishing  the 
national  bankiuu;  .sv^tem  bccaib>e  thev  believed  it  would  be  a 
great  improvement  on  the  State  systems.^  Tlie  people,  if 
gaining  much,  had  also  suffered  much  fi'om  them.  Inside 
and  outside  Congivss  opj)osition  to  these  institutions  was 
strong  and  incrc»asing.-  Notwitlistaiiding  tlie  assistance  they 
liad  rendered  to  the  government,  not  a  few  jKJi'sons  ascribed 
base  motives  to  them,  and  charged  them  with  making  large 
profits  from  their  oixjrations  with  the  government.  AlUiough 
tlie  fact  was  otherwise,  hostility  to  them  was  widespread. 
Mr.  Chase  sought  to  intensify  it,  and  particularly  in  his  annual 
rei^it  for  18G3,  wherein  he  boldly  stated  that  "  much  of  the 
gi'eater  part  of  the  rise  of  prices  not  accounted  for  by  the  sud- 
den war  demand  for  things,  as  well  as  much  the  greater  part 
of  the  dillerence  between  notes  and  gold,  was  attributable  to 
the  lai-ge  amount  of  bank-notes  yet  in  circulation.  Were 
these  notes  withdrawn  fi'oni  use  it  is  believed,"  he  maintained, 
"  that  much  of  the  now  very  considerable  difference  l:)etween 

*  "At  present)  Illinois  and  tlie  States  north  and  west  of  her  have  but 
fewbunktu  Now,  as  u  matter  cf  aI»8olute  certainty,  tlicse  States  will  pro- 
ceed to  establLsh  Imnking  institutions  mhlcr  their  own  laws.  Thej  may 
not  do  this  nt  ])resent.  Illinois,  for  example,  has  been  so  scathed  and 
plundered  by  credit  money  banking,  that  she  may  be  slow  in  creating 
another  such  system ;  but  she  will  do  it,  l)eoause  the  clamor  for  banks,  and 
the  mistiiken  views  of  the  maswjs  in  regard  to  paper  curremy,  will  compel 
itij  Icjjjislature  to  create  new  banking  institutions.  So  of  all  tlie  States  of  the 
"West.  But  pass  this  bill  and  we  put  an  end  to  the  fonnation  of  these 
new  State  banks ;  l)ecanse  such  are  the  facilities  which  this  law  gives,  and 
euch  the  character  of  the  currency  it  establishes,  that  it  will  have  the  pre- 
ference over  any  that  can  be  created  by  State  legislation." — AMAai. 
AValkeb,  1  In,  Rev.,  p.  213. 

-  See  Wiititf's  Speech,  Cong.  Globe,  June  23,  1862. 
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coin  and  United-States  notes  would  disappear."  This  state- 
ment is  completely  saturated  with  error.  The  "  difference 
between  notes  and  gold  was  attributable,"  not  so  much  to  "  the 
large  amount  of  bank-notes  "  as  to  tlie  larger  amount  of  gov- 
ernment circulation,  for  the  reason  that  the  former  was  taken 
just  as  readily  as  the  other  and  was  not  in  tlie  least  depreci- 
atol,  measured  by  the  government  paper  standard.  If  Mr. 
Chase  supposed  that  the  State  bank  circulation  affected  prices 
differently  from  the  government-notes  when  both  circulated  at 
the  same  value,  the  distinction  was  purely  imaginary,  and  liis 
evident  endeavor  to  make  the  public  believe  that  the  banks 
were  responsible  for  the  rise  in  prices,  except  as  above  ex- 
plained, was  to  swell  the  current  of  popular  sentiment  more 
strongly  against  these  institutions.  Wliy  did  he  not  put  his 
statement  the  other  way,  that  if  l^al-tender  notes  had  not 
been  issued,  "no  difference  between  gold  and  notes"  would 
have  occurred.  This  statement  would  have  contained  far  more 
truth  tlian  the  other,  but  would  have  not  served  his  purpose. 
The  most  important  provisions  of  the  law  were  that  five  or 
more  persons  could  form  a  banking  association,  and  on  dej)osit- 
ing  $50,000,  or  a  larger  amount,  of  any  kind  of  govern- 
ment interest-bearing  bonds  with  the  United-States  treasurer, 
could  receive  circulating  notes  to  the  amount  of  ninety  per 
cent  of  the  current  and  par  value  of  the  bonds  deposited. 
These  notes  were  to  be  receivable  for  all  government  dues 
except  duties  on  imports,  and  payable  on  government  del)ts 
except  for  interest  on  its  bonds.  In  lieu  of  all  taxes  on  circu- 
lation or  bonds,  the  banks  were  to  pay  scnii-animally  one-half 
of  one  per  cent  on  their  circulation,*  and  they  were  to  conform 

I  On  the  6th  of  Janoaiy,  1863,  Mr.  Sherman  introduced  a  bill  for  tlie  levy 
of  a  tax  of  two  per  cent  on  the  circulation  of  all  bank-bills,  and  a  tax  of  ten 
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to  the  laws  of  the  States  in  fixing  their  rates  of  interest.  They 
were  to  keep  on  Iiand^  in  lawful  money,  at  least  twenty-five 
per  cent  of  their  notes  and  deposits,  and  were  to  redeem  tlieir 
circulation  at  the  place  of  issue.  The  amount  to  be  issued 
was  fixed  at  §300,000,000,  one-half  of  which  was  to  be  issued 
to  banks  in  States  and  territories,  determined  by  their  popula- 
tion, the  other  half  was  to  be  distributed  with  regard  to  the 
existing  bank  capital,  business,  and  resources  of  each  State.  A 
bureau  of  currency  was  to  be  established  in  the  treasury 
department,  and  administered  by  a  comptroller  and  proper 
subonlinate  officers.  He  was  to  be  appointed  by  the  Presi- 
dent, on  the  recommendation  of  the  secretary  of  the  treasurj', 
with  the  consent  of  the  Senate,  and  hold  his  office  for  five 
years. 

Although  the  system  was  rapidly  growing  in  public  favor, 
heavy  streams  of  criticism  were  poured  on  the  law  from 
various  points.  Some  persons  criticised  the  law  in  detail, 
others  as  a  whole.  Many  persons  of  iK)sition  and  experience 
maintained  that  if  more  pajwr  money  was  wanted  the  govern- 
ment ought  to  furnish  it  instead  of  banking  inj^titutions.  This 
opinion  was  held  by  the  committee  of  the  New- York  Qearing- 
housc,  who  were  appointed  to  examine  the  law.  "  If,"  said 
the  committee,  "  more  currency  is  rec{uire<l  for  the  legitimate 
business  of  the  country',  why  should  not  the  government  avail 
itself  of  the  opportunity  to  issue  a  further  amount  of  1^1- 

fter  cent  on  all  fractional  currency  under  one  dollar  issued  by  corporations 
and  individuals.  Three  days  afterward  he  delivered  a  lengthy  speech  on 
this  bill,  in  which  he  showed  particularly  the  defects  of  State  banking,  and 
the  expediency  and  justice  of  the  propose-i  tax.  The  main  purpose  of  the 
bill  stated,  in  his  own  language,  was  *'to  induce  the  banks  of  the  United 
States  to  withdraw  their  bank  {mper,  in  order  to  substitute  for  it  a  national 
currency,  or  rather  the  national  currency  we  have  already  adopted." 
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tender  notes  ?  They  do  furnish  a  currency  of  uniform  value — 
less  the  expense  of  transportation — in  every  part  of  the  Union. 
Whereas,  the  national  bank  currency  is  not  lawful  money, 
and,  being  payable  in  different  parts  of  every  State,  must  be 
subject  to  the  laws  of  exchange,  which  are  as  infallible  as  the 
laws  of  gravitation,  and  necessitsite  a  discount  on  bank-bills 
payable  at  a  distance  from  business  centres,  even  when  redeem- 
able in  specie.  Paper  currency,  merely,  is  poor  enough,  at 
the  best;  why,  then,  should  the  government  be  willing  to  give 
the  people  an  inferior  paper  currency  when  it  commands  a 
superior  one  ?  " 

The  committee  did  not  state  that,  in  their  judgment,  the 
present  issue  of  legal-tender  notes  was  in  excess  of  the  wants  of 
government  and  requirements  of  business.  They  were  aware 
that  the  average  amount  of  legal-tender  notes  held  by  New- 
York  City  banks,  for  several  months  past,  had  not  exceeded 
twenty  millions  of  dollars,  although  those  notes  constituted 
the  reserve  or  medium  of  settlement  in  place  of  specie. 
Had  this  currency  been  superabundant  it  would  have  shown 
itself  in  large  accumulations  at  the  principal  cities — New 
York,  Boston,  and  Philadelphia. 

"  VarioiLs  causes  combined  had  created  an  increased  demand 
for  currency,  and  the  following  was  regarded  as  among  the 
principal  ones,  namely :  1.  The  >vithdrawal  of  specie  from  com- 
mercial and  mercantile  transactions ;  2.  The  advance  in  prices 
of  all  commodities;  3.  The  shortening  of  credits  in  every 
branch  of  business ;  4.  The  large  payments  to  the  army  and 
navy,  and  other  war  disbursements.  This  leaves  out  of  the 
account  the  whole  western  country,  which,  by  the  annihila- 
tion, two  and  a  half  years  ago,  of  its  banking  institutions 
(founded  on  State  stocks),  was  completely  emptied  of  paper 
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cuiTonov,  ami  hati  to  l>e  filled  up  anew,  not  ouly  to  the  measure 
of  its  fornior  fnllnoss,  but  far  beyond  it ;  for  the  United  States 
ha^  Kvn  buying  lai^ly  of  almost  all  the  products  of  the  West, 
and  not  onlv  the  Unitod-States  government,  but  Europe,  also, 
has  Ikh^u  a  pun^hasor,  and  all  has  been  i)aid  for  in  '  legal  tend- 
ers.' IndiHxl,  the  demand  from  the  West  for  these  notes  is 
wnstantlv  increa^inc:,  l)eing  larger  this  autumn  than  ever 
boibro.  This  ourrenoy  the  people  are  satisfied  with."  ^  Another 
bank  offioer,  early  in  the  year,  had  said  tliat  "  in  view  of  the 
delxu^ement  of  the  circulating  medium,  and  of  the  entire  absence 
of  all  onlinar}'  power  to  restrain  the  expansion,  it  was  for  the 
government,  with  a  bold  hand,  to  seize  the  control  of  the 
whole  currency  of  the  country  as  a  war  measure."  This  argu- 
ment was  more  strenuously  urged  against  the  adoption  of  the 
law  than  anv  other. 

The  banks  organized  more  rapidly  at  first  in  the  West  than 
in  the  East.^  One  reason  was  because  the  chart ci^s  of  the 
State  banks  of  Ohio  and  Indiana,  and  of  other  l)anks,  were 
scH>n  to  exj)irc.  .  Hugh  McC^ulhx^h,  president  of  the  bank  of 
the  State  of  Indiana,  an  im|K)rtant  institution  wliich  he  had 
managinl  with  niarke<l  success,  was  appointed  comptroller  of 
the  currency.  Though  at  first  op{)osed  to  the  national  bank- 
ing system,  his  efficiency  in  administering  his  offic»e  was 
quickly  recognized.  When  he  made  his  first  rej)ort  at  the 
close  of  November,  1863,  one  hundred  and  thirty-four  banks 
had  bi«n  organized,  fourteen  of  which  were  in  Xew  England, 

*  Report  on  the  Natioiuil  Bank  Currency  Act,  p.  17.  See,  also,  A  Reply 
to  this  Reix)rt  by  "A  Member  of  Congress,"  1804. 

*  The  First  National  Bank  of  Springfield,  Mass.,  was  the  first  association 
to  become  a  body  corporate,  Feb.  20,  18C3,  but  the  First  National  Bank  of 
Philadelphia  was  the  first  authorized  to  begin  businetK,  June  20, 1863. 


l»es.]  THE  NATIONAL  BANKING  SYSTEM.  223 

sixteen  in  New  York,  twenty  in  Pennsylvania,  twenty  in 
Indiana,  thirty-eight  in  Ohio,  seven  in  Illinois,  six  in  Iowa, 
and  four  each  in  Michigan  and  Wisconsin.  The  opinion  was 
rapidly  spreading  that  even  in  the  Eastern  States  the  national 
system  would  soon  supersede  the  State  systems  of  banking. 
The  issue  of  national  bank-notes  was  delayed,  and  none 
appeared  until  the  21st  of  December. 

The  comptroller's  first  instruction  required  the  banks  in 
organizing  to  designate  themselves  as  first,  second,  etc.,  national 
bank  of  the  place  in  which  they  were  located.*  The  State 
banks,  whose  good  names  were  worth  as  much  to  them  as  a 
good  character  to  a  man,  were  unwilling  to  throw  away  so 
valuable  a  passession.  Though  appeals  were  made  to  the  sec- 
retary, he  was  inflexible.  "  This  arbitrary  rule,'*  wrote  James 
Gallatin,  "  is  so  destructive  to  that  individuality  which  gives 
rise  to,  and  is  a  reward  of  enterprise  and  skill,  that  it  recalls 
the  edicts  of  'uniformity'  and  'conformity'  of  benighted 
countries  and  times.  Among  savage  or  barbarous  tribes, 
family  names  are  unknown,  and  in  semi-barbarous  countries 
all  that  love  of  individuality  which  characterizes  the  progress 
of  advancing  civilization  is  studiously  repressal.  It  is  to  be 
hoped  the  secretary  will,  upon  reflection,  retrace  this  step 
toward  barbarism,  recall  his  numerical  edict,  and  permit  each 
bank  to  be  known  by  something  more  expressive  than  a  mere 
number."^  Mr.  McCulloch  defende<l  the  action  of  the  secre- 
tary, maintaining  that  it  was  not  the  name  of  a  bank,  but  the 
character  of  the  men  who  conducted  its  affairs,  and  the 
character  of  its  securities,  that  won  for  it  the  public  con- 
fidence.^   All  who  connected  themselves  with  the  system  had 

^  18  Bank.  Mag.,  p.  191.  '  National  Debt,  p.  15. 

*18Bank.  Mag.,  p.205. 
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a  commou  interest  in  making  it  symmetrical  as  well  as 
national.  The  retention  by  the  State  banks  of  their  present 
corporate  names,  some  of  them  long,  and  difffering  from  others 
only  in  locality,  would  prevent  this,  and  interfere  with  the 
miiformity  which  it  was  desirable  to  maintain  in  the  national 
circulation.  Nevertheless,  the  comptroller  did  not  shut  out 
the  possibility  of  permitting  the  banks  to  retain,  "  in  some  way, 
their  former  corporate  names."  This  "must  be  done,"  he 
added,  "  in  such  manner  "  as  would  not  interfere  with  the  sym- 
metry of  the  circulation  which  was  to  be  furnished  to  them, 
nor  render  illegal  their  acts  as  national  associations.  At  a 
later  period,  national  banks  were  organized  with  the  substi- 
tution of  something  more  distinctive  for  tlie  niuneral  in  the 
name.^ 

At  the  next  session.  Congress  thoroughly  amended  the  law. 
It  could  not  reasonably  be  expected  that  an  Act  so  elaborate 
would  be  faultless.  A  large  portion  of  the  comptroller's 
reiwrt  was  devoted  to  an  exposition  of  its  imperfections.  The 
two  most  important  recommendations  urged  were  the  enact- 
ment of  a  law  making  a  uniform  rate  of  interest  of  seven  per 
cent  ill  all  the  States,  and  the  redemption  of  the  notes  of 
interior  banks  in  the  commercial  cities.  Congress  enacted 
that  national  banks  in  nineteen  of  the  principal  places  in  the 
Union  should  keep  twenty-five  per  cent,  in  lawful  money, 
on  hand  to  redeem  their  circulation  and  deposits;  and  other 
banks  should  keep  six  per  cent  on  hand  and  nine  jx^r  cent 
luoi'e  with  the  l)anks  in  the  reserve  cities,  while  they,  in 
turn,  should  redeem  the  circulation  of  the  others,  and  select 

*  The  National  Exchange  Bank  of  New- York  Ciij  was  the  first  national 
bank  without  a  numeral  forming  a  part  of  its  name.  It  was  aathoriied  to 
begin  business,  March  16, 1864. 
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banks  in  New- York  City  to  do  the  same  thing  for  themselves. 
Such  was  the  first  step  taken  by  Congress  in  the  way  of 
centralizing  the  work  of  redeeming  the  national  bank  issues. 
The  principal  new  features  of  the  law  were  authority  to  form 
banks  with  a  larger  capital^  for  State  banks  to  become  national 
associations  "  by  the  name  prescribed  in  its  organization  cer- 
tificate," for  existing  national  banks  to  change  their  name 
within  six  months  from  the  time  of  enacting  the  law,  and  the 
voluntary  closing  of  the  banks  thus  formed. 

Many  of  the  States  now  passed  laws  to  aid  the  State  banks 
to  reorganize  under  the  national  system.*  Reorganization  went 
rapidly  onward,  as  well  as  the  formation  of  new  banks.  The 
next  year  the  comptroller  reported  that  two  hundred  and 
eighty-two  new  banks  had  been  organized  since  the  date  of 
his  last  report,  and  sixty-seven  State  banks  had  reorganized. 
There  were  then  in  existence  five  himdred  and  eighty-four 
national  banking  associations,  having  a  capital  stock  of  $108,- 
964,599  and  $65,864,650  circulation,  and  holding  $81,961,450 
bonds.  Reorganization  was  accomplished  without  disturbing 
the  business  of  the  country,  either  of  curtailing  the  discounts 
of  customers,  or  inconveniencing  them  in  making  their  de- 
posits. Nor  was  the  stock  of  the  State  banks  depreciated  by 
reorganizing ;  on  the  contrary,  the  shares  of  most  of  them  rose 
in  value.  Moreover,  the  fear  tliat  the  national  banking  system 
would  be  the  means  of  filling  the  country  with  banks  pos- 
sessing fictitious  capitals  was  never  realized. 

*  The  mfyority  of  the  committee  on  banks  of  the  New  York  legislature 

oppoeed  such  a  law  on  the  ground  that  if  the  banks  reorganized  under  it  a 

laige  amount  of  capital  would  be  released  from  State  taxation.    '*  There  is 

no  more  appropriate  subject  of  taxation/'  said  the  committee,  "  than  banks, 

hankiiig,  and  bank  stocks,  and  none  to  which  the  States  ought  more  perti- 

nacioiislj  to  cling."    The  report  was  made  April  1, 1S64. 

15 
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Mr.  McCulloch,  therefore,  in  his  second  report,  remarked 
that  his  experience  had  resulted  in  the  entering  up  of  a  popu- 
lar judgment  in  favor  of  the  national  banking  system ;  a  judg- 
ment, not  that  the  system  was  perfect,  nor  free  from  danger 
of  abuse,  but  safer,  better  adapted  to  the  nature  of  our  political 
institutions  and  to  our  commercial  necessities,  giving  more 
strength  to  the  government,  with  less  risk  of  use  by  the  gov- 
ernment against  the  just  rights  of  the  States  or  the  people  than 
any  system  that  had  yet  been  devised. 

At  the  close  of  the  next  session  of  Congress,  March  3, 1865, 
it  was  enacted  that,  in  forming  national  banks  a  preference 
should  be  given  to  those  State  banks  not  having  over  $75,000, 
which  applied  before  the  first  of  the  following  July.  By  way 
of  giving  the  State  banks  another  strong  boost  out  of  exist- 
ence. Congress  imposed  a  tax  of  ten  per  cent  per  annum  on  all 
their  notes  issued  after  July  1,  1866.  No  wonder  that  Mr. 
Clarke,  who  succeeded  Mr.  McCulloch,  could  say,  in  his  first 
report,  that  nearly  all  the  State  banks  had  voluntarily  changed 
into  national  associations.  Lured  with  the  prospect  of  larger 
gains  by  changing  their  corporate  character,  with  the  certainty 
of  losing  their  circulation  if  they  did  not  change,  they  went 
over  to  the  majority.  Happily,  the  transformation  was  made 
without  deranging  their  business,  "  or  afiecting  essentially  the 
volume  of  bank-note  circulation." 
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CHAPTER  Xn. 

APPROPRIATIONS  AND  EXPENDITURES. 

1861-1866. 

In  a  former  volume  were  d^ribed  the  principal  appropria- 
tion  laws  for  expending  the  public  money.  These  were 
founded  on  annual  estimates  prepared  by  clerks  in  the  execu- 
tive departments  and  submitted  to  Congress  through  the  sec- 
retary of  the  treasury.  At  the  beginning  of  the  war  the 
expenditures,  except  those  relating  to  the  public  debt,  were 
made  chiefly  by  authority  of  one  of  eleven  annual  appropria- 

(    tion  laws.     During  the  war  the  amount  annually  appropriated 

!  swelled  enormously,  but  neither  the  mode  of  appropriating 
money  nor  the  number  of  appropriation  laws  was  changed. 
It  was  impossible  to  estimate  with  certainty  the  sums  that 
would  be  needed  for  many  purposes,  and  Congress  could  do 

'  nothing  more  than  to  follow  the  recommendations  of  the 
departments.  Thus  a  sub-section  of  the  army  appropriation 
law  for  the  fiscal  year  1862  contained  an  appropriation  of 
$10,000,000  for  many  purposes  which  were  .specified,  but  not 
the  amovmt  for  one  of  them.  The  appropriation  was  a  gueas, 
for  no  one  could  foretell  what  amovmt  would  be  required  for 

/anything. 

Beside  the  annual  appropriation  laws,  a  portion  of  the  na- 
tional income  has  always  been  expended  by  other  appropria- 
tion laws  of  a  permanent  nature.     The  Ust  of  these  was  in- 
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I  oraa^ccl  during  the  j)crio(l  covered  by  this  chapter  to  pay  the 
owners  of  captured  and  alxindoued  property  in  insurrectionary 

■  districts  who  could  prove  their  right  thereto  in  the  Court  of 

■  Claims.    An  "  indefinite  appropriation  "  was  made  in  1862  to 
l)ay  the  allowance  or  drawback  granted  on  articles  subjected 

'  to  an  internal  duty  when  they  were  exported,  also  to  repay 
;  the  excess  of  deposits  for  unascertained  duties,  or  duties  or  other 
money  i>aid  under  protest,  or  for  refunding  duties  paid  or 
accniing  on  merchandise  injured  or  destroyed  by  fire  or  other 
.  cause  when  in  the  custody  of  the  officers  of  the  government. 
From  an  early  i^riod  of  the  government,  the  secretarj'  of 
the  treasury  has  made  annually  an  elalwrate  report  of  the 
receipts  and  exix^nditures.  This  he  has  been  required  to  do 
by  a  standing  order  of  the  House  passal  in  1 791.  The  report 
is  prei>ared  by  the  i*egister  of  the  treasur}*^,  and  contains,  first, 
a  general  account  of  the  receipts  and  exi)enditures  of  the  fiscal 
year  covered  by  it ;  second,  the  exj>enditures  and  repayments 
under  each  head  of  appi'opriation,  showing  the  aggregate  paid 
to  and  rei)aid  by  each  individual  during  the  year.  This  account 
contains  the  |>ayment  for  the  supjyort  of  the  civil  list  (that  is, 
the  legislative,  executive,  and  judiciaiy),  miscellaneous,  intor- 
CH.)urse  with  foivign  nations,  department  of  the  interior,  mili- 
tary establishment,  naval  establishment,  public  debt,  surplus 
fiiiid,  and  outstanding  warrants.  The  tliird  part  of  the  rej>ort 
ci»nsists  of  statements  of  the  appropriations  made  for  the  fiscal 
year,  including  the  balances  on  hand  at  the  beginning  of  it, 
the  jKiyments  made  during  the  year,  the  sums  carried  to  the 
surplus  fund,  and  the  balances  unexj)ended  at  the  end  of  the 
year.  The  next  part  contains  statements  of  the  balances  due 
by  or  in  favor  of  suiwrvisors,  collectors,  and  oi&oers  cliaiged 
with  the  administration  of  the  internal  revenue  laws.     Last, 
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the  report  oontains  a  statement  of  the  annual  operations  of  the 
land  office.  From  this  source,  therefore,  can  be  obtained 
complete  and  detailed  information  of  the  public  receipts  and 
expenditures.  It  is  our  purpose  not  to  give  any  figures  here, 
but  to  show  how  the  government,  through  its  officers,  contracted 
for  supplies  and  paid  for  them,  what  efficiency  was  displayed 
in  transacting  the  business,  what  frauds  were  discovered,  and 
how  the  guilty  were  treated. 

A  few  mouths  before  the  war.  Congress  enacted  that  all 
purchases  and  contracts  for  supplies  or  services,  except  per- 
sonal ones,  in  any  department,  should  be  made  by  advertis- 
ing in  a  specified  manner  for  proposals,  unless  the  public 
exigency  required  the  immediate  undertaking  of  the  service  or 
furnishing  of  the  supplies.  If  such  an  exigency  arose,  con- 
tracts could  be  made  in  the  manner  usual  between  individ- 
uals. More  specific  regulations  were  then  prescribed  for  the 
secretary  of  the  navy.  He  was  required  to  make  his  es- 
timates for  expenditures  for  "freight  and  transportation, 
printing  and  stationer}',"  and  twenty  other  specified  purposes 
in  detail,  and  the  expenditures  made  under  the  appropriations 
were  to  "  be  accoimted  for  so  as  to  show  the  disbursements  of 
each  bureau  under  each  respective  appropriation."  All  appro- 
priations for  specific,  general,  and  contingent  expenses  of  the 
navy  department,  it  was  afterward  enacted,  should  be  made 
by  the  secretary  himself,  and  the  appropriation  for  each 
bureau  should  be  kept  separate  in  the  treasury.  In  making 
contracts  he  was  required  to  advertise  once  a  week  for  four 
weeks,  in  one  or  more  of  the  principal  papers  published  in  the 
place  where  the  articles  were  to  be  furnished,  for  sealed  pro- 
posals for  furnishing  them,  or  the  whole  of  any  particular 
class  of  them.     The  advertisement,  furthermore,  was  to  specify 
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the  amount,  quantity,  and  description  of  each  kind  of  articles, 
and  the  proposals  were  to  be  kept  sealed  until  the  day  speci- 
fied in  the  advertisement  for  opening  them.  This  was  to  be 
done  by  the  advertising  officer,  or  by  his  direction,  and  in  the 
presence  of  two  or  more  persons.  If  the  lowest  bidder  failed 
to  enter  into  the  contract,  and  to  give  the  security  required  by 
law,  the  next  lowest  bidder  had  the  privilege  of  making  the 
contract  on  the  same  terms  as  were  required  of  the  first.  This 
law,  modified  from  time  to  time,  had  been  in  operation  since 
1843. 

The  modes  for  making  contracts  to  supply  the  government 
were  therefore  simple,  yet  adequate,  if  the  jiersons  appointed 
to  conduct  tlie  business  had  always  been  honest  and  efficient. 
But  rascality,  widespread  and  sickening,  soon  appeared.  Said 
Mr.  Van  Wyck,  a  member  of  the  House  from  New  York, 
and  chairman  of  the  committee  to  investigate  the  subject  of 
defrauding  the  government :  "  The  mania  for  stealing  seems 
to  have  run  through  all  the  relations  of  the  government — 
almost  from  the  general  to  the  drummer-boy ;  from  those 
nearest  the  throne  of  power  to  the  nearest  tide-waiter.  Nearly 
every  man  who  deals  with  the  government  seems  to  feel  or 
desire  that  it  would  not  long  survive,  and  each  had  a  common 
right  to  plunder  while  it  lived.  Colonels,  intrusted  with  the 
power  of  raising  regiments,  colluding  with  contractors,  barter- 
ing away  and  dividing  conti-acts  for  horses  and  other  supplies 
to  enrich  personal  favorites,  purchasing  articles  and  comt)elling 
fali^  invoices  to  be  given.  While  it  is  no  justification,  the 
example  has  l)een  set  in  the  verj'  deimrtments  of  the  govern- 
ment. As  a  general  thing,  none  but  favorites  gain  access 
there,  and  no  others  can  obtain  contracts  which  bear  enormous 
profits.   They  violate  the  plain  provisions  of  the  law  requiring 
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bids  and  proposals  on  the  false  and  shallow  pretext  that  the 
public  exigency  requires  it."  ^ 

The  opportunities  for  perpetrating  frauds  and  making 
fortunes  were  improved  so  quickly  that  in  a  short  time  after 
the  war  b^an  the  people  generally  were  disturbed  by  the 
stories  of  peculation.  At  the  July  session  in  1861- the  speaker 
appointed  a  special  committee  to  investigate  them.  Beside 
Mr.  Van  Wyck,  the  chairman^  were  six  more  members,  E.  B. 
Washbume,  W.  S.  Holman,  R.  E.  Fenton,  H.  L.  Dawes, 
W.  G.  Steele,  and  James  S.  Jackson.  The  committee  per- 
formed a  vast  amount  of  labor,  and  made  three  reports,  the 
first  on  the  17th  of  December,^  containing  over  eleven  hundred 
pages,  the  second  on  the  1 7th  of  July '  the  following  year,  and 
which  was  a  much  larger  document  than  the  other,  and  a  third 
and  final  report  on  the  3d  of  March,  1863.^  One  of  the 
gravest  wrongs  reported  was  the  plain  violation  by  the  depart- 
ments of  the  law  which  required  them  in  making  contracts  to 
advertise  for  proposals  and  to  accept  the  proposal  of  the  lowest 
bidder.  Instead  of  executing  this  reasonable  requirement, 
the  secretaries  in  many  cases  made  contracts  with  their  friends 
for  the  furnishing  of  supplies,  justifying  themselves  on  the 
ground  of  public  exigency.  Commissions  were  usually  paid 
on  the  purchase-money,  varjdng  from  two  and  one-half  to  five 
per  cent.  The  committee  recommended  the  passage  of  a 
resolution  condemning  this  practice,  and  it  was  passed 
unanimously.  The  resolution  was  especially  aimed  at  the 
navy  department,  where  most  of  these  peculiar  contracts 
appeared.  Unhappily,  they  were  not  limited  to  that  depart- 
ment    Others  were  found  in  the  war  department,  which  had 

^  CoDg.  Globe,  Feb.  7, 1862.      '  No.  2,  vol.  1,  37  Cong.,  second  sessioiL 
'  Na  2,  Tol.  2.    Ibid.  *  No.  49,  37  Gong.,  second  session. 
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been  made  during  the  administration  of  President  Lincoln's 
first  war  secretary. 

Probably  no  useful  purpose  would  be  served  in  giving  a 
I  lengthy  history  of  the  frauds  committed.  While  in  coutem- 
;  porary  life  we  are  more  prone  to  remember  the  weaknesses 
i  of  mankind  than  their  virtues,  history  reverses  this  tendency, 
and  delights  chiefly  in  setting  forth  the  better  phases  of 
human  activity.  It  may  prove  useful,  however,  to  show  how 
the  law  was  violated,  in  order  to  see  clearly  the  need  of 
remedying  it,  and  whether  the  remedy  prescribed  was  effective. 
The  investigating  committee  were  subject  to  severe  criticism 
from  the  time  of  bqjinning  their  work  until  the  end  of  the 
Congress.  Nearly  every  jierson  who  had  wronged  the  govern- 
ment had  friends,  and  souglit  to  defend  himself.  Xewspaj)er8 
often  fought  valiantly  for  the  peculators,  and  so  did  some  of 
the  meml)ers  of  Congress.  The  enemies  of  the  committee  were 
watchful,  and  improved  every  favorable  op|X)rtunity  for  an 
assault.  Ksi>ecially  when  the  members  were  absent  from  tlie 
House,  investigtitiug,  in  New  Yoi-k  or  elsewhere,  an  assailant 
would  deliver  a  speech  in  the  House,  and  the  news  would 
be  sent  abroad  that  the  investigating  committee  had  been 
attacked  and  no  one  had  replied.  In  many  ways  the  assailants 
sought  to  lessen  the  importance  of  the  work  of  the  committee, 
and  to  render  the  members  unpopular.  Mr.  Eoscoe  Conkling, 
at  that  time  a  member  of  the  House,  sharj)ly  denounced  the 
work  of  the  committee,  maintaining  that  "the  nation,  the 
government,  classes  of  individuals,  and  individuals  themselves, 
had  suflered  in  character ;  that  we  had  lost  caste,  and  that 
much  harm  had  come,  not  from  detecting  or  exposing  fraud 
or  extravagance,  but  from  magnifying  and  exaggerating  wliat 
had  happened,  and  charging  and  publishing  to  the   world 
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what  had  never  happened  at  all."    His  best  known  ally  who 
assailed  the  committee  was  Schuyler  Colfax,  of  Indiana. 

At  the  close  of  their  report  in  December,  1861,  the  com- 
mittee reported  the  following  resolution,  "  that  the  practice  of 
employing  irresponsible  parties,  having  no  oi&cial  connection 
with  the  government,  in  the  performance  of  public  duties, 
which  may  be  properly  performed  by  r^ular  oi&cers  of  the 
government,  and  of  purchasing  by  private  contract  supplies 
for  the  different  departments,  where  open  and  fair  competition 
might  be  properly  invited  by  reasonable  advertisements  for 
proposals,  is  injurious  to  the  public  service,  and  meets  the  un- 
qualified disapprobation  of  this  House."  This  resolution,  so 
obviously  proper,  never  passed ;  the  House  refused  to  order  a 
yea  and  nay  vote  thereon,  and  the  committee  were  powerless 
to  administer  an  effective  check  to  wrong  doing.  They  main- 
tained in  their  report,  however,  that  "  many  frauds  had  been 
exposed,  the  government  relieved  from  many  unconscionable 
contracts,  and  millions  of  dollars  saved  to  the  treasury."  Not- 
withstanding the  conclusive  evidence  of  fraud  against  several 
persons,  the  committee  regretted,  and  so  did  the  people,  that 
punishment  was  not  "  meted  out  to  the  basest  class  of  trans- 
'  gressors.  They  to  whom  this  duty  belonged,"  added  the 
committee,  "  seemed  sadly  to  have  n^lected  it.  Worse  than 
traitors  in  arms,"  were  the  men  declared  to  be,  who,  pretend- 
ing loyalty  to  the  flag,  feasted  and  fattened  on  the  misfortunes 
of  the  nation.  To  them  the  committee  applied  the  following 
couplet : 

**  May  life's  unblest  cup  fbr  such 
Be  dragged  with  treacheries  to  the  brim/' 

**  The  leniency  of  the  government  toward  these  men,"  said 
the  committee,  in  closing  their  remarkable  report  of  nearly 
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three  thousand  pages,  "  is  a  marvel  which  the  present  cannot 
appreciate  and  history  never  explain." 

Perhaps  history  can  never  explain  another  matter.  After 
the  committee  had  been  at  work  for  several  months^  Mr.  Van 
Wyck  desired  to  investigate  the  mode  of  conducting  business 
at  the  New- York  Custom-house.  The  other  members  ob- 
jected for  lack  of  time.  Finally,  it  was  decided  that  Mr.  Van 
Wyck  should  take  the  evidence  while  the  other  members  con- 
tinued their  work  of  investigating  government  contracts.  A 
large  body  of  evidence  was  collected  by  him,  but  verj'  unex- 
pectedly to  himself  he  was  instructed  by  the  committee  not  to 
proceed  in  his  investigations  without  further  orders.  He 
never  received  orders  to  proceed ;  the  other  members  of  the 
committee  returned  to  New  York,  and  after  receiving  evidence 
in  defence  of  what  had  been  done  in  the  custom-house,  ordered 
the  testimony  taken  by  Mr.  Van  Wyck  to  be  deposited  with  the 
clerk  of  the  House,  and  held  by  him  "  subject  only  to  the  inspec- 
tion of  any  member  of  the  committee."  Why  was  Mr.  Van 
Wyck  summarily  suspended  from  conducting  his  investigations? 
His  answer  was  Ijecause  of  "  the  clamor  of  the  revenue  officers 
and  their  friends."  Personal  influence  is  a  magical  j>ower, 
the  effects  of  which  are  often  more  clearly  seen  than  traced  to 
their  precise  source.  This  investigating  committee,  whose 
work  is  one  of  the  most  remarkable  products  of  the  thirty- 
seventh  Congress,  doubtless  had  a  reason  for  their  order  in- 
structing Mr.  Van  Wyck  to  discontinue  liLs  investigations. 
What  that  reason  was,  however,  we  fear  will  never  be  ex- 
plained, but  remain  unknown,  like  the  reason  for  not  prose- 
cuting the  public  plunderers  whose  ignoble  conduct  had 
been  clearly  exi)osed,  and  especially  those  who  had  fraud- 
ulently enriched  themselves  by  what  the  investigating  com- 
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mittee,  with  undesigned  and  rare  felicity,  called  "  private  con- 
tracts/' 

The  investigation  did  yield  some  fruit  in  the  nature  of  leg- 
islation for  the  prevention  of  fraud.  Congress  enacted  that 
the  secretaries  of  the  navy  and  interior,  and  of  war,  should 
put  every  contract  made  by  them,  or  by  officers  appointed 
to  make  contracts,  in  writing  and  should  have  them  signed 
with  the  names  of  the  contractors,  and  also  to  file  a  copy  in 
the  "  Returns  Office  "  of  the  department  of  the  interior  as  soon 
as  possible,  and  within  thirty  days  after  making  them,  and 
also  all  bids,  offiirs,  and  proposals.  The  officers  making  such 
contracts  were  to  swear  to  them,  and  penalties  were  prescribed 
for  violations  of  the  law.  The  quartermaster-general  of  the 
army  convinced  Congress  that  the  law  could  not  be  then  en- 
forced, and  consequently  the  execution  of  it  was  delayed  until 
the  beginning  of  1863.^ 

Two  months  after  the  law  began  to  operate.  Congress 
resolved  that  the  chief  of  any  bureau  of  the  navy  department 
should  be  at  liberty  to  reject  the  offers  of  those  who  had  failed 
as  principals  or  sureties  on  previous  contracts  to  furnish  naval 
supplies.  In  those  made  with  the  same  bureau,  one  contractor 
could  not  be  received  as  surety  for  another ;  every  contract 
should  require  the  deliver}'^  of  a  specified  quantity,  and  no  bids 
having  nominal  or  fictitious  prices  could  be  considered.  "  If 
more  than  one  bid  be  offered  by  any  one  party,  by  or  in  the 
name  of  his  or  their  clerk,  partner,  or  other  person,  all  such 
bids  may  be  rejected ;  and  no  person  shall  be  received  as  a 
contractor  who  is  not  a  manufacturer  of,  or  regular  dealer  in, 
the  articles  which  he  offers  to  supply,  who  has  not  a  license 
as  such  manu&cturer  or  dealer.     And  all  persons  offering  bids 

1  Act,  June  2, 1862,  37  Cong^  second  session,  chap.  93.    Ibid.,  chap.  203. 
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niiLti^^  or"  truu«.L?.  a  '.viiioiincv  rejvrced  tfa^  next  year  that 
riicLr  inve?ruritioa5  saiLfdeJ  theci  *'  bcvnad  a  doubt  that  ia  the 
matter  of  aavai  supplic-s  the  previoui  year  the  gijvemmect  had 
bt«n  greyly  defrauded  by  having  to  pay  ni«>st  exorbitant  and 
enormous  prices  for  verj-  many  of  the  articles  i>rocured  by 
contnu.-t  with  the  heads  of  several  of  the  bureaus." 

If  a  per5<jn  desirwl  to  bid  for  any  class  of  articles  that  were 
atlvertiseJ,  he  was  referred  to  the  several  navy  agents  and 
chiefs  of  bureaus  to  ascertain  what  kind  of  an  article  was 
wanted  whenever  the  advertisement  did  not  contain  the  need- 
ful inforniati<in.  Prior  to  the  legislation  in  1863,  the  navy 
dejmrtment  claimed  and  exerci?fe<l  the  right  of  exacting  from  a 
c*intnictor  the  supply  of  a  greater  amount  of  the  article 
fijM/cifii.Kl  than  that  mentioned  in  the  advertisement.  As  that 
was  for  a  <;lass,  and  the  bid  was  accepte<l  or  rejectee  1  for  the 
class  jis  a  whole,  he  was  acc^ounted  the  lowest  bid<ler  whose 
ajrgngjitt!  amount  for  the  whole  was  the  least.  "  A  bidder, 
l)y  asiuTtainiiig  what  particular  item  would  be  required  only 
in  Miwill  <|uantiti(^,  and  what  artichts  would  be  wanted  in  the 
gn'ji1<'s<  <|iiautity,  wilm  enable<I,  by  filling  the  former  at  a  very 
l(»\v  (i;;np',  iiHirli  Iwlow  the  n*al  value  or  market  price,  to  put 
a  vrry  lii«.r|i  li;riin«  on  those  articles  of  which  a  large  quantity 
wouM  priilwibly  Ik*  nHjuinsl,  and  thus  secure  the  contract  by 
this  mkmIc  of  bidding  to  the  exclusion  of  one  who  bid  a  fair 
and  honcsl  price  for  each  article,  although  the  latter  would, 

>  itctt.,  Man]i  3,  \S(\[\,  37  Cong.,  third  seaeiion,  Na  32. 
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in  fact,  be  most  advantageous  to  the  government."  There 
were,  therefore,  two  defects  in  the  former  system ;  the  navy 
department  advertised  for  a  great  variety  of  articles,  in  which 
cases  the  bidder  must  find  out,  if  possible,  what  articles  would 
be  wanted;  another  defect  consisted  in  advertising  for  a 
quantity  of  merchandise,  with  the  stipulation  that  an  addi- 
tional amount  of  any  kind  needed  during  the  year  of  making 
the  bid  might  be  demanded,  in  which  case  the  bidder  must 
consider  what  quantities  would  be  wanted.  Thus  the  sched- 
ules advertised  were  no  fixed  criterion  for  the  quantity  to  be 
supplied.  A  contractor  of  much  experience  wrote  to  one  of 
the  officers  in  the  navy  department  that  instead  of  a  clearly 
defined  contract,  indicating  what  the  buyer  was  to  receive  and 
the  seller  to  give,  during  its  continuance  the  result  was  a 
lottery  to  each.  The  law  of  Mardi  3,  1863,  remedied  some 
of  the  evils.  By  advertising  for  specific  quantities,  fictitious 
and  excessive  prices  disappeared.  By  this  reform  the  most 
prominent  evils  of  past  years  were  removed. 

Yet  frauds  continued.  One  way  of  continuing  them  was  to 
prevent  competition  among  bidders.  An  analysis  of  certain 
contracts  and  bids  with  the  bureaus  for  the  vear  1863  showed 
that  certain  parties.  A,  B,  C,  and  D,  of  New  York,  obtained 
contracts  of  a  most  extraordinary  nature,  involving  great  loss 
to  the  government.  In  cases  of  only  one  bidder  the  national 
government  suffered  severely  from  the  lack  of  competition. 
When  only  the  four  above  named  were  the  bidders,  prices  rose 
in  the  most  remarkable  manner  from  a  high  starting  point. 
When  competition  appeared  from  other  parties,  "  with  a  mar- 
velous intuition  one  or  more  of  A,  B,  C,  and  D  moderated  their 
views  of  the  value  of  the  merchandise,  approximating  the 
judgment  of  the  outside  competitor,  and  frequently  underbid- 
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■■'     .'..'.i^      .:•»     *vr«^    rXTr^'ciinarilj  high."     The   clear 

»    :  >    ■■*  i:.i  :::t.?<:  -kccs  'vss.  tiiat  the  parties,  A,  B,  C,  and 

^     X  ^.A     %  M-:   .i^-r    thtT  bill?  watained.     Another  way  of 

V- .   :■.:  -    Ik  :VHa»I>  wa>  ro  make  incorrect  additions.    As  the 

V  i>.  u-:^ii:u>  'l'  :^*o  '?ilis  containing  similar  items  varied,  the 
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i>.:nuvui^   ^iecticvl,  the  error  would  be  correctal,  but  it  had 

H.?Av\i  :iK'  piirjK»:ie  designed  of  securing  the  contract.^ 

t*H^  !iieuc  by  the  government  of  the  vast  number  of  obliga- 
rx';»s  v.vustauily  aa»niing  was  not  easy.  First  of  all,  the 
Mioi'oy  must  bo  obtainal  for  making  payment.  How  this  was 
^K:io  we  Iiave  aln^ady  described.  But  often  the  government 
\\:i<  haivilv  in  arre:irs,  and  contractors  could  not  do  othenvise 
i:\A\\  to  wait.  Many  of  them  accepted  certificates  of  indebted- 
iK^.-*  i:i  sintloment  of  their  demands.  Others  took  greenbacks, 
iT  whatever  the  government  could  give  to  them. 

Among  the  mast  dissatisfied  creditors  of  this  i)eri(xl  were 
ihr  livJilei's  of  the  loan  of  1842,  which  l)ecame  due  on  the  1st 
of  .hinuary,  1863.  During  the  last  three  months  of  the  pre- 
vious year,  they  fre<iuently  inquired  of  the  secretary  whether 
the  lx)nds  would  1h>  jxiid  in  sjxx'ie  or  treasury-notes.  The 
premium  on  gold  was  then  ranging  from  twenty-two  to  thirty- 
four  per  cent.  The  se<*r(^tary  refused  to  give  the  desired 
information,  and  many  of  the  holders,  fearing  they  would  not 
receive  coin,  sold  their  lx>nds  at  less  than  par."  In  the  middle 
of  Decemlxjr  the  House  adopteil  a  resolution  directing  the 
secretarv  to  funiish  a  statement  of  the  amount  of  the  loan, 
1  Senate  Keport,  No.  99,  3d  Cong.,  firat  session.     '  19  Bonk.  Mag.,  p.  3. 
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and  whether  he  proposed  to  pay  it  in  coin.  The  principal 
object  of  Mr.  Cox,  who  presented  the  resolution,  was  to  find 
out,  if  possible,  the  secretary's  intended  mode  of  liquidat- 
ing the  loan.  The  secretary's  reply  was  delayed,  in  con- 
sequence of  his  resignation,'  until  the  5th  of  January,  and 
after  the  bonds  had  been  paid.  Had  he  not  resigned,  so  he 
replied,  the  House  would  have  been  promptly  advised  of  his 
intention  in  respect  to  the  mode  of  payment.  His  judgment 
was  determined  in  favor  of  paying  coin,  not  merely  by  the 
weighty  considerations  growing  out  of  the  beneficial  influences 
of  public  credit,  but  because  he  could  obtain  the  needed  specie 
at  a  cost  so  small  that  payment  in  coin  was,  in  truth,  less 
inconvenient  to  the  treasury  than  payment  in  notes  would 
have  been.^  His  doubt  about  the  true  mode  of  liquidation 
doubtless  vanished  when  he  received  a  joint  letter,  if  not 
before,  written  at  his  request,  and  signed  by  the  presidents  of 
twenty  of  the  New  York  banks,  declaring  that  "  in  the  n^o- 
tiation  of  future  loans,  either  at  home  or  abroad,  the  credit  of 
the  government  would  be  greatly  promoted  by  payment  [in 
coin],  while  a  failure  to  meet  the  just  expectation  of  the  public, 
and  of  the  holders  of  this  loan,  would  deteriorate  the  value  of 
all  government  stocks  to  an  extent  far  exceeding  the  whole 

'  He  resigned  on  the  20th  of  December,  and  resumed  office  two  days  after- 
ward. 

'  Where  did  he  get  the  coin  ?  "  The  whole  amount  of  coin  required  was 
advanced  by  moneyed  institutions,  most  of  which,  it  is  believed,  liad  no 
interest  in  the  loan,  nor  any  interest  in  the  transaction,  except  what  arises 
from  the  general  support  of  the  public  credit,  and  the  advance  was  made 
without  premium,  and  at  an  interest  of  four  per  cent,  and  is  not  to  be  called 
for  until  it  can  be  re-imbursed  from  receipts  from  customs."  Letter  on 
United-States  loan  created  in  1841,  Ex.  Doc.,  No.  27,  37  Cong.,  third  ses- 
idoii.    The  amomit  of  the  loan  was  $2,883,364. 
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sum  in  question."  The  secretary  ought  not  to  have  doubted 
for  an  instant,  and  his  conduct  caused  another  jar  of  the 
public  credit.* 

The  mode  of  settling  accounts  was  just  the  same  as  before 
the  war.  More  i)ersoas  were  employed  to  transact  the  busi-^ 
ness,  the  numl>er  of  auditors  was  increased,  and  the  efficiency 
generally  shown  in  settling  claims  was  very  great. 

Many  claims,  however,  were  irr^ular,  and  these  rapidly 
multiplied  during  the  war.  The  Court  of  Claims  investigated 
and  rcix)rted  on  a  large  number ;  Congress  adjusted  others ; 
many  were  referreil  back  by  Congress  to  the  departments,  with 
sj)ecial  authority  for  their  adjustment.  Thus,  in  1863,  Con- 
gress authorized  the  secretary  of  the  navy  to  adjust  and  settle 
the  claims  of  contractors  for  those  naval  supplies  which  had 
been  furnislie«.l  during  the  preceding  year  that  exceeded  by 
more  than  one  hundred  per  cont  the  quantities  si)ecified  in 
their  contracts  and  without  their  default.  The  chief  of  any 
bureau  with  which  any  contract  of  the  kind  was  made  could 
associate  with  himself  the  chief  of  any  other  bureau  to  hear 
the  evidence  relating  to  it,  but  an  appeal  lay  from  his  decision 
to  tlie  secretary.  The  law  also  provided  that  no  contractor 
should  be  allowed,  except  on  the  excess  furnished  by  him,  and 
on  this  "  not  more  than  sufficient  to  make  tlie  price  therein 
ec[ual  to  the  fair  market  value  of  the  supplies  at  the  time  and 
place  of  delivery."  Xothing,  however,  was  to  be  allowed  any 
contractor,  unless  there  had  been  an  actual  loss  to  him  on  the 
whole  contract.  He  was,  moreover,  required  to  present  his  claim 
within  six  months  from  the  enactment  of  the  law,  or  l)e  forever 
barred  from  "  any  equitable  claim  "  against  the  government.' 

>  19  Bank.  Mag.,  p.  3. 

'  Bes.,  March  3, 1863.    No.  32. 
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CHAPTER  XIII. 


THE   COST   OF   THE   WAR. 


The  cost  of  the  war  to  the  general  government  and  to  the 
States  cannot  be  accurately  ascertained,  because  claims  are 
annually  presented  and  paid ;  moreover,  beside  the  existing  war 
debt,  is  the  interest  thereon,  and  payments  for  pensions,  which 
doubtless  will  continue  for  many  years.  Revolutionary  claims 
have  hardly  ceased,  and  a  hundred  years  are  likely  to  pass  before 
the  account-boolcs  for  suppressing  the  rebellion  will  be  closed. 

The  following  statement  of  expenditure  to  June  30,  1879, 
is  the  best  that  we  are  able  to  lay  before  the  reader.* 


v/ 


-> 


Appropriation. 


Expenses  of  national  loans  and 
currency 

Preminms 

Interest  on  public  debt 

Expenses  of  collecting  revenue 
from  customs 

Judgments  of  Court  of  Claims 

Payments  of  Judgments  Court 
of  Alabama  Claims 

Salaries  and  expenses  of  South- 
em  Claims  Commission 

Salaries  and  expenses  of  Amer- 
ican and  British  Claims  Com- 
mission   

Award  to  British  claimants 

Tribunal  of  arbitration  nt  Ge- 


neva  „ 

Salaries  and  expenses  of  Ala- 
bama Claims  Commission 

Salaries  an<i  contingent  ex- 
penses of  Pension  Office.. 

Salaries  and  contingent  cx- 
nenses  of  War  Department.... 

Salaries  and  contingent  ex- 
penses of  Executive  Depart- 
ments (exclusive  of  Pension 
Offloe  and  War  Department).. 


Gross 
Expenditure. 


$51^22,730  77 

69,738,167  73 

1,809,301,486  19 

99,690,808  31 
6,616,280  75 

9,315,753  19 

371,321  82 

295,878  64 
1,929,819  00 

244,815  40 

253,231  12 

7,095,968  a5 

15,331,956  58 

33,944,017  67 


Expenditure 

other  than  for 

the  war. 


1H5,045,286  74 

67,161,660  44 
661,626  07 


1,870,180  00 
2,712,693  79 

10,110,745  70 


Expenditure 

growing  out  of 

the  war. 


^Sen.  Doc.,  No.  206,  46  Cong.,  second  seanon. 
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$51,522,730  77 

69,738,167  73 

1,764,266,198  45 

42,539,257  87 
4,964,634  68 

9,316,753  19 

371,321  82 

295,878  54 
1,929,819  00 

244,815  40 

253,231  12 

5,225,788  06 

12,619,262  79 

23,833,271  97 
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Appropriation. 


ExponnoHof  ttjisosfsing  and  col- 
lecting internal  rcvonuo 

Miscellaneous  accountH 

Hubnistonco  of  the  Army„ 

QuttrtonnjL«»tcr'H  I)ep:irtmcnt.... 

Incidcnttil  cx|ien«c«*of  i^uartcr- 
mastorV  l>cpartment 

Transpnrtutjon  of  the  Army 

Trannportation  of  offiuers' and 
their  t*agfni^o 

Clothing  of  the  Amiy 

PurchiiMo  of  horses  for  cavalry 
and  «rtiller>' „ *. 

Barnvck-s  quarters,  Ac 

Heatinj<  and  oo<^kinK  stnvcH 

Pay,  miiea^re,  Kononil  expen.-eii, 
Ac,  of  the  Anny.. 

Pay  of  two  and  three  yi-arn' 
volunteers 

Pay  of  three  month-''  viilunteers 

Pay,  Ac,  of  one  hundri-d  dayn' 
volunteers 

Pay  of  militia  and  voluntt-ers... 

Pay,  Ac,  Ut  officers  and  men  in 
t-he  rv-partment  of  the  Mis- 
rMMiri  

Pay  and  supplieM  uf  one  hun- 
dred days'  Viiluntcors 

Bounty  to  volunt4.'ers  and  regu- 
lar"! on  enlistment 

Bounty  to  vi>lunt«'crs  and  their 
widows  and  leinxl  lieirs 

Additional  bounty  act  of  Julv 
•2K,  urn '.. 

Collection  and  i»aynjent«if  l>oun- 
ty,  Ac,,  to  eolored  soldiers,  Ac. 

Relmt>ursing  states  fi>rm"neys 
cxiM'iided  for  payment  of 
militarv  servieo  of  United 
Statisi" 

iH-'fraying  expenses  of  minute- 
meii  aiid  volunteers  in  I'enu- 
svlvani:^  Msirylaml,  Ohio,  In- 
diauM.  Mn«l  Kentucky 

Refund  in;^  to  ^^t;ltes  MXj>«'n<cs 
ineurreil  on  aeeount  of  volun- 
teers  

JKeimltursemenis  to  lialtimoro 
for  aid  in  eonstrueTion  <tf  ile- 
fensive  works  in  isi".:j 

Paymi'Ut  U>  members  of  certain 
niilitary     <irgani/,iitions      inj 
Kansas 

Exp.-nses  of  re«*ruitinp [ 

Draft  aTjd  sul'Stittite  fund 

Medi«'al  ariil  H«ispital  I>et>art- 
meiit 

Medienl  and  Surgical  Hist^irj' 
and  Statisties 

Modienl  Museum  and  Library.. 

I*rovidinis  for  c<imfort  of  sick, 
wounded,  and  dis<'harged 
soldiers ^ 

Freedmen's  Iloopital  and  Asy- 
lum  

Artificial  limbs  and  appliances 


Gn)ss 
Expenditure. 


$lli>,W«,841  31-. 
2,i".r4.l!Ki  H'2 
42u,i41,(«7  T/i 
35T,518.!)G6  (il 

mi/i28,573  37 
4<)7,4f,3,:fc.'4  81 

4,fi2f..210  M 
3.'>(S,0j1,460  31 

13t\WKt,7r,L'  95 

4|<7,8«1  45 

184,473.721  2G 

l,0*),l(>-2,7(r2  58 
8«8;j«i5  41 

I4,.18fi,778  29 
(•.,12ri,lfc".2  »« 


844,150  55 

4,824,877  08 

38,522,(4ri  21) 

31,7fift,345  05 

69,998,786  71 

268,158  11 

9,635,512  85 

597,178  3U 

31,297,242  Q) 

96,152  (X» 


2;»6,(i97  28 
2,5«W.fi.19  91 
9,713,873  13 

46,954,146  83 

196,f48  32 
55,<)IH)  (K) 


2,232,785  12 

123,487  49 
509^283  21 


Kxpi-nditure 

other  than  for 

the  war. 


nv.,714  21 
3«,»52:i,4*9  17 
5S.O;{7,048  95 

16,185,839  74 
7a,rrf',9,l3^»  25 

l,r,in,nn(»  on 

11,107,586  11 

4,318,3;i'.»  51 

18,H^)1,^22  8!» 

30,15<>  00 

m6,388,9lH  79 


Ex(iendituro 

growing  out  of 

the  war. 


1.27t»,673  56 
1,845,376  47 


fll2,«n3,«41  31 

2,21)7,485  01 

381,4 17 At8  58 

299,481,917  nc 

85,34-2,733  03 
3:MJ,793,885  56 

3,025,219  66 
3^15,543,880  20 

12i"..672,42:j  44 

31,070,846  59 

44H,731  45 

78,084,729  47 

1,1^40.102,702  58 
80«,»i5  41 

14,386,778  29 
6,12«;,952  65 


84-1,150  55 

4,824,877  08 

38,"i22,046  20 

31.760,345  95 

69,998,786  71 

268,158  11 

9,635,512  85 

597,178  30 

31,297,242  GO 

96,152  00 


296,097  28 
l,297,fM'i6  35 
9,713,873  13 

45,106,770  36 

196,048  32 
55/KK)00 


2^332,785  12 

128,487  40 
009,283  n 


^  Sen.  Doc.,  Ko.  74,  46  Coxig.|  second  session. 
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PdblloattDii 

WHT  Oi  til 


if  lOlolBl  rafords  c 


OenemJ'B    Deimjt- 


UHkndll 


QDct  of  Inquiry) 


TJntM  eUl«  pollra  (br  B 


KsepTog,  tnnsponinp,  and  mp- 


portlTu;,  aoi 


coDtingenoieB    of 


dBIgnsI  iMrriop 

«mib<»U  OD  the  Wub 

Sanplyint    tranipoi 

dMiteriag  itrtai  ■ 


OallMtiag,  OI 
BTiil^tTnim  and  «44Utpugi 

CompLtliDR    tile    d«f»ii«e> 
WMhlQiSon . 

Comnmtaiino  of  rsiloiui  la  prl?-, 
onvrs  nf  Tar  In  rebel  BU&b... 

Nation,  ■  ■     ■ 


pMpIs  is  Dlilrkl  of  CnloinhlB 


a,i:!)i,nM  m 


100,0110  00 
_  1/)1S  4.-. 

2|.M0JliM  go 


T01,25l>ni 

ftl£,SS3  01 


fl7/K»0O 


lB,S03,tBS31 

isjTs^eas  13 


3,1311,1109  34 


ffl,iini.««8  ST 

•IJ/MHOI 


>  See  Bapoit  of  Third  Auditor,  1884. 
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Appropriation. 


HeadstonoH,  orection  of  hoad 
8toue^s   pay  of  f(UiH.'rinten(i- 
ents,  anil  removing   the  re- 
mains of  otIicerH  v>  uationaJ 
cometericp 

State  of  T»'nni.-H^ec-  for  keeping 
and  maintaining  United 
StAtcf*  military  priHonors 

Capturtr  of  Ji*tf.*r>avii« 

Removing  wr«irk  of  gunlioat 
Oregon  in  Cliefunct  Iliver, 
Loitifiiana ^ 

Support  nf  liiirnuu  of  Kcfii^eos 
and  FroiMlmon '. 

Claims  for  (Juarti-rmaHttTV 
stores  and  comuiissionary 
snpplifs ^ *. 

MiM'.L'lI«!»«">n*!  i-luims  audited 
by  Thiril  Auditor ^ ^.... 

Claims  of  lo^val  eitiz'-ns  for  su|»- 

{>lieM  furnished  during  the  re- 
H'llion 

PavnK-nt  lur  use  of  Corooran 

Art  Gallery 

Exi>«'ii«es  of  sah-s  of  store«<  and 

mut'-rial 

Transportntion  of  insane  volun- 

ti'«*rM>lilior> 

Horsi'H  anil  other  projicrty  lost 

in  military  service 

Punrhuso  of  cemetery  gnmnds 

near  IJolumhus,  Ohio.. 

Furtitirations  on  the  northtTn 

fnintirr 

Pay  of  tin-  Navv 

Provisions  of  tlie  Navy 

<^lothint;  of  the  Navy 

(^)nstru'.•t{on  and  repair 

K(|Ui]Mnent  i>{  vesMMS 

Or<inun«*o 

Hurg«»ons'  nofossaries 

Yards  and  Dock** 

FiU'l  fi»rthe  Na\'y 

ir-mp  for  the  Navy 

8tvam  ina''hini?ry 

Navjirution 

N.'ivjil  )Io^]iiitiI-< 

]^Ia;::i/iiifs 

Mariii'-  riirp**,  pay,  clothing,  Af. 

Na^id  At-ademy 

N;iv!il  A'-ylnni.  IMiila<ii'lphi:i..... 
T«'ni|i>»r.irv  ini'n«jw«'ofth<'  .Navy 
Misrellam-ons  appropriations.!. 

Naval  jH'n-i«»ns 

liimnties  to  Si'aini-n 

r.iiunty  for  destni'-tion  of  m*-- 

mies'  ve^sols 

Indemnity  for  lost  clothing 

Total  expenditures.^ 


Rzpenditaro. 


$1,080,185  5i 


22,749  49 
U7,U31  (i2 


5,500  00 
11,454,237  30 

850,220  91 
94,2:0  11 

4,270,30*  54 

125,000  CK) 

5,842  43 

1,000  00 

4^1,724  91 

500  00 


rrfn,74H 

144,.''.l!t,i»7:J 

32,77 1,1»:U 

2,7or»,491 

170,1  m7.781 
2:),174,014 
:js,i)i'.;{,;r)7 

2,178jr.9 

:{.j,«NW,iriO 

19,I>.VJ,7.')4 

4t»,2'.»7,;:is 
2,:..ifi.2t7 

S7.'.,*.VJ 

7.V";.^'J2 

ir,,7L»r.,lMM; 

2,JilivM() 

s,i-j,';,Tiir. 
li,t'.l|.ot1 
7,.''.l'»,o|;t 


12 
•JO 
10 
98 
2.-.  I 

r,7 
74 

r,9 

«I0 

.-u 

Vi 

s7 

21 
77 

00 
lo 


27I,:tfH>  2s 


Expenditure 

other  than  for 

the  war. 


$47,112  11 


7O,«»s''.,709  i\'> 

lfi,4(Ki;j(i7  34 

1,114,701  00 

35,«2*»,G»4  ») 


i^Gll,2tV:i  :n) 

24I.O*J.'»  «W 

3,3^>7,s.»4-  fi'Ji 

s,c.i2,ri-jl  VM 

l,'):iS,f!<V4  42 


:j7ri,7.si*  lo 

349,290  In 

8,9i'in,2!M)  S2 

778,:i<w  8i> 

c'.,rM  00 


9.V).00()  iK> 


8('>,s-14.571,l:il  (Ki  I      $(;54,t>4V>-j:j  45 


Expt>nditure 
growing  out  of 
the  war. 


$1,090,185  54 


22,749  49 
97/01  62 


6,500  00 
11,464,237  30 

850,220  91 
47,111  00 

4,170,304  54 

125,000  00 

6,842  43 

1,000  00 

4,281,724  91 

600  00 

683,748  12 

74,4(;2;)04  34 

16,368,623  82 

1,594.790  98 

134,178,096  45 

2?>,174,in4  riS 

31,4J2,ifc>-l  37 

1,9.17,744  06 

ll,;i40.232  OS 

S9S,2.V2  27 

49,2!>7.:{1M  57 

2,52»s247  00 

iWJTAi'l  91 

404,531  66 

7,757,fd.'\  18 

l,8ii2,132  01 

nSt'.,r>55  89 

8,12:i,7«'.C  21 

2,rtl4.«»44  77 

(5/.im.o4:J  00 

2,82I/i30  lU 

271  ,.109  28 
389,025  33 


$1^189,929,908  58 


Near  the  close  of  1865  a  bill  was  introduced  into  the 
House  to  reimburse  the  loyal  States  for  the  advances  they 
had  made  and  debts  contracted  in  support  of  the  war.     The 
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amount  expended  by  the  States  and  municipalities  was  $467,- 
954,364.  The  expenditure  by  each  State  is  shown  in  the 
following  table : 


Maine $12,632,680 

New  Hampshire   .   .   .  13,125,000 

Vermont 8,806,759 

Massachusetts    ....  47,809,827 

Rhode  Island    ....  6,500,772 

Connecticut 17,386,151 

New  York 111,005,953 

New  Jersey 26,786,421 

Pennsylvania    ....  53,527,395 

Delaware 1,140,000 


West  Virginia  ....  $2,000,000 

Ohio 64,867,813 

Indiana 22,334,967 

niinois 30,000,000 

Michigan 12,000,000 

Wisconsin 12,240,795 

Minnesota 2,518,361 

Iowa 2,200,000 

Missouri 9,446,576 

Kentucky 2,150,637 


Maryland 8,656,468   Kansas 818,000 

Of  the  expense  incurred  by  the  States^  only  a  portion 
appears  in  the  above  statement.  With  the  swift  cooling  of 
the  war  fever,  bounties  became  necessary  to  stimulate  enlist- 
ment, and  the  war  expenses  of  the  States  and  municipalities 
rapidly  increased.  In  1861  the  highways  were  filled  with 
volunteers  eagerly  rushing  to  the  front ;  in  1865  they  went 
with  much  slower  pace  and  with  a  better  conception  of  the 
hazardous  game  of  war. 

A  large  portion  of  State  expenditure  was  for  bounties  to 
avoid  appljdng  the  principle  of  conscription.  "As  this  was 
for  an  object  no  less  national  in  its  character  than  the  pre- 
servation of  the  general  government,  the  States  had  a  right  to 
expect  that  in  some  form  they  would  be  reimbursed.'* 

One  plan  for  doing  this  was  to  relinquish  to  them  "  some 
particular  source  of  revenue — ^to  be  appropriated  and  used  by 
the  States  to  that  express  purpose."  It  was  proposed  to 
devote  the  inoome  tax  to  this  purpose.^ 

^  Sen.  MiB.  Dooy  No.  4, 89  Cong.,  seoond  sesBion. 
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A  committee  of  the  Hoii:ee  recommeuded  the  reimbursing 
to  die  Stated  of  tweuti,--five  per  cent  of  the  average  expendi- 
ture uf  caili  soklitr  who  hail  sensed  three  years,  iu  addition 
to  the  aiiioum  jwid  hy  tlie  general  govenimeut.'  Tlie  total 
niunlier  who  Iiad  served  the  government  vras  2,6S8,523,  and 
for   tlie    average   jieriod   uf   three   years,  2,154,311.*     The 

■  Feb.  16,  lao<>,  ;Co.  Iti,  39  Vong^  drst  ses^ioD. 

*Tlic  roUuviug  tablui  give  tlie  number  of  soldk'rs  and  their  length  of 
serrice  by  States. 

V  L l«  ifns  iii  iMj 
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'.,   I|    {!  i:|  j2» 
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nl 1      TW 1     »,n»| iAU    *.7»li ,  «JIU 
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X!  iTiiMU -_.:„. 

M  Wa-li.  T.>rV „. 

29  X.-ljiifltfl1iT'y_,.._ 
M  roiur*lnT<'r'y...i...._ 

- -^  ■■I   1" 

—..  93,3ft).  1^713  affM  »v)S<i,  c;i,4ii).  lisuur:  ov^i.  «t,9M  tun:  s;i,m>t 


».] 


THE  COei  OF  THE  WAB. 


247 


Average  cost  of  each  soldier  was  |220.  One  quarter  of  the 
cost  therefore  was  $55  per  man,  the  aggr^te  of  which  was 
$118,487,105.  The  committee  further  recommended  the 
issue  of  hoods  for  this  amount,  payable  iu  twenty  years  from 
their  date.  Among  other  reasons  in  support  of  this  recom- 
mendatioQ  was  the  monopolizing  by  the  govemmeat  of  all 
the  channels  of  indirect  taxation,  leaving  to  the  States  no 
mode  of  raising  a  revenue,  except  "  that  which  is  the  hardest 
and  most  oppressive,  the  direct  local  tax."     As  the  House 
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dlii  ni't  r*?2n.ri  "lie  rT-'-'-nunemtanra    i  the  ^^mmirrfce  fiivora- 
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wrre  n«it  v>  :'.^  rifi^jUSiWit:  inril  jitcT  the  I?t  -.f  Jilv.  1SS7 
••  jwvi  "hen   inlj  iifi-.G  die  imi  rTninieiiL  .c'  :he  j»:vanii:.r  «:f  rhe 
■Sratt:."     Mr.  I^iarj..  ..t'«'jli:r..  wx-    ppv-reti  -    the  oill  bet'auae 
other  '^iain:.-   TXioh   hini  '>»en  prf?ieircii  ir^  'leniiintietl  the 
attentii-^n  of' the  Ffwii.-*:-.  rs-periollj  :h«:*e  rr'  j:j-iI  perjcc:?  ia  the 
iovai  anrf  ''iiHltyjal  "^tatfir  xhi:?=e  prir-errr  hiui  be^a  taken  rbr 
th^.  11:-^  of  the  army.     The  ''jU^stiiiin  '".r  p-sijin:^  the?e  most  be 
met ;  moref>v^.r,  they  orpate?!  a  «ier::aa«l  •:□.  the  ^jv^niment 
inSriir^:iy  mor*^  fj«-itentlal  than  the  oIaiiii.T  ot"  the  Scares.     Be- 
mi^l^.  a  I'/'ifjnry  'oilL  which  deraandeil  "  'X-csiJeniri'^n.  perhaps, 
ov^-r  anv  other  mearinre,"  woold  take  :?2'>«>.'»>.'»j  tJrom  the 
trf^i^riry.     If';  "x-a-  '•  for  the  rn*?astir»:*,"  bar  th<)aght  it  could 
"  {-/^r  fz/'Tj/'inernenr/'  arul   <»   dffl  a  lanre  niaj^'ritv  of  the 
ffou-*-.     Thn-    the   bill   ^a^    -iaf^tlv  ont'.-nibMl,  iht  ha^   anv 
ar^:hang<:]  of  CongrfA-.  yet  blo^  the  trmnp^rt  of  restirrectioii. 
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CHAPTER  I. 

CONSTITUTIONALITY  OF  THE  LEGAL-TENDER  LAW. 

The  constitutionality  of  the  bill  for  issuing  legal-tender 
notes  was  questioned  from  the  beginning.  Notwithstanding 
the  declaration  of  many  members  of  Congress  that  they  would 
not  fevor  the  extension  of  the  principal,  $450,000,000  of 
l^al-tender  notes  were  authorized,  beside  $400,000,000  of  one 
and  two  year  notes,  bearing  not  more  than  six  per  cent  inter* 
est  in  currency,  and  $400,000,000  of  three-year  notes — an 
aggregate  of  $1,250,000,000.'  There  is  no  reason  to  think, 
said  Mr.  Chase,  after  he  assumed  the  judicial  office,  that  the 
utility  of  the  interest-bearing  notes  was  increased  or  diminished 
by  making  them  a  1^1  tender  for  their  face  amount.  That 
they  never  entered  largely  or  permanently  into  circulation,  a 
statement  also  made  by  him,  is  partly  true,  for  they  did  not 
live  long,  yet  while  they  did,  many  millions  were  circulated. 

'  The  Acts  under  which  legal-tender  notes  were  issued  may  be  thus  sum- 
marized : 

February  25, 1862 $150,000,000 

July  11, 1862 150,000,000 

January  17,  and  March  17, 1863  ....  150,000,000 

March  3, 1863,  six-per-cent  interest-bearing  notes,  running 

not  longjr  than  two  years 400,000,000 

June  30, 1864,  and  January  28, 1865, 7.3  per-cent  interest- 
bearing  notes,  running  for  three  years  or  longer  .        400,000,000 
See  statement  of  indebtedness  in  Appendix  of  any  Annual  Finance 
Beport  for  seTeral  years  after  the  war ;  also,  Knox's  United-States  Notes^ 
chap,  ix. 
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Tliroiighout  the  war,  and  afterward,  the  constitutional  doubt 
hanging  over  tliera  affected  their  value.     This  doubt  was  used 
as  an  argument  agaiast  the  national  banking  system   for  it 
was  pnjporfed  to  redeem  the  notes  of  the  banks  in  those  issued 
by  the  government.     If  the  law  authorizing  their  issue  should 
be  declared   unconstitutional,  in  what  jeopardy  would    the 
I)anks  Ikj  put !    On  the  other  hand,  their  issue  was  regarded 
as  temporary,  and  their  disappearance  certain,  as  soon  as  the 
war  closed,  by  conversion  into  bonds.     Had  this  expectation 
been  fulfilled,  the  supreme  court  would  have  had  no  occasion 
for  making  a  series  of  Ic^l-tendcr  decisions,  which  caused 
more  commingled  joy  and  regret  than  any  decision,  except 
that  against  Dred  Scot,  ever  made  by  that  tribunal. 

The  first  decision  concerning  the  constitutionality  of  the  l^al- 
tonder  law  was  made  by  the  Supreme  Court  of  New  York  in 
April,  1863.^  The  court  sustained  the  law  on  the  ground  of 
necessity.  We  know  of  no  opinion  subsequently  written  con- 
taining better  reasoning  for  sustaining  the  law.  "For  the 
purpose  of  carrying  on  the  war  in  which  our  people  are 
engaged,  the  government  may  lawfully  seize  and  appropriate 
the  pr()j)erty  of  any  citizen  for  the  public  use.  The  sovereign 
power  of  the  State  may  do  whatever  is  na*essary  for  the  safety 
and  defence  of  the  State.  The  only  limit  to  its  power  under 
our  constitution  is,  that  the  means  be,  in  the  opinion  of  Con- 
gress, necessary  and  projKjr  to  accomplish  the  end  in  view 
in  the  exercise  of  any  of  the  enumerated  powers  of  gov- 
ernment. If  the  government  may  seize  and  appropriate  the 
pro|>erty  of  the  citizens  without  limit,  to  carrj'  on  the  war,  and 
for  the  common  defence,  certainly  it  may  take  it  by  means  of 
forced  loans.     All  governments  in  times  of  war  have  been 

'  Hague  i'«.  Powers,  39  Barbour,  p.  427. 
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obliged  to  resort  to  such  loans^  and  their  usefidness  is 
unquestionable;  for  salua  populi  supreTna  lex  is  the  universal 
rule  among  all  nations  in  time  of  war. 

"  It  is  said  that  it  may  be  necessary  for  the  government  to 
borrow  money  and  issue  treasury-notes,  but  that  does  not  make 
it  necessary  and  proper  under  the  general  clause  of  section 
eight  of  the  constitution,  above  recited,  to  make  such  notes  a 
legal  tender."  This  the  court  conceived  "to  be  purely  a 
question  of  legislative  discretion." 

"  Money  is  necessary  to  carry  on  the  war,  and  sustain  the 
government  in  the  exercise  of  all  the  forgoing  enumerated 
powers.  If,  in  the  opinion  of  the  l^islature  of  the  nation,  it 
is  necessary  and  proper  to  issue  treasury-notes,  and  to  make 
such  notes  a  l^al  tender,  in  order  to  procure  the  requisite 
money  and  keep  up  the  credit  of  the  government,  and  prevent 
its  failure  and  overthrow,  most  certainly  the  legislative 
authority  of  the  nation  has  the  sovereign  and  unquestionable 
right  so  to  declare  and  so  to  enact.  It  does  not  pertain  to  the 
judiciary  to  question  the  propriety  of  the  exercise  of  its 
undoubted  discretion  on  the  subject." 

The  Court  of  Appeals  of  New  York  ^  decided  in  the  same 
way,  and  Mr.  Chase  was  gratified  "  to  know  that  a  tribunal 
so  distinguished  by  the  learning  and  virtue  of  its  members 
had  given  the  sanction  of  its  judgment  to  the  constitutional 
validity  of  the  law."  ^  Not  long  afterward  he  gratified  him- 
self even  more  by  deciding  the  same  question  the  other  way. 

All  the  State  courts  except  Pennsylvania ^  followed  in  the 
wake  of  the  courts  of  New  York ;  nevertheless,  the  question 

*  Metropolitan  Bank  vs.  Van  Dyck,  27  New  York,  p.  400. 
>  Ann.  Treas.  Report,  1863. 
'Bhollenberg^r  vs,  Brinton,  52  Penn.,  p.  9. 
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could  be  settle<l  only  by  the  decision  of  the  supreme  federal 
tribunal.  In  newspaper,  magazine,  and  pamphlet^  the  matter 
was  disc»ussed  from  every  side.  What  the  framers  of  the  con- 
stitution said  and  intended  was  told  over  and  over,  yet  we 
have  abundant  proof  for  saying  that  a  large  portion  of  the 
most  intelligent  and  candid  persons  sustained  the  Act  as  a 
war  measure  and  on  that  ground  alone.  They  did  not 
attempt  to  find  the  {>owcr  to  issue  notes  in  the  constitution, 
but  in  a  necessity  more  im[>erious  than  any  written  law. 

In  Decemlx>r,  1867,  tlie  case  of  Hepburn  against  Gris- 
wol<l,*  which  involved  the  question  of  the  constitutionality 
of  the  law,  was  argued  Ix^fore  the  United-States  Supreme 
Court.  Nojirly  three  years  had  pa^ised  since  the  close  of  the 
war,  ample  time,  tnily,  for  converting  the  notes  into  bonds, 
vet  nearlv  the  whole  amount  remained  in  circulation. 
The  question  was  deemed  so  important  by  the  attomey-gcn- 
enil,  Mr.  Hoar,  that  he  desired  a  reargument  of  the  case  in 
order  to  be  heard.  An  order  ^vxls  made  accordingly,  and  at 
the  succeeding  term  the  «ise  was  reargued.  The  next  April 
a  law  wits  pa-s-^od  increasing  the  numl^r  of  judges  from  eight 
to  nine,  but  no  appointment  was  made  until  the  end  of 
Januar}',  1870.  A  Her  tlie  second  argument  the  court  held 
the  case  imdor  a<lvisement  until  Noveml>er,  1869,  when  a 
majority,  consisting  of  the  chief  justice  and  four  of  his 
associates,  Nelson,  Grier,  Clitfoixl,  and  Field,  decidt-d  the  law 
to  Ix^  unc/)nstitutioual,  and  appointed  the  chief  justice  to  write 
the  opinion.  This  was  n.'ad  in  conference  on  the  29th  of 
January,  1870,  by  the  chief  jastice,  his  four  associates  above 
mentioned  expressing  their  concurrence.  He  would  have  read 
it  in  public  two  days  afterwiuxl,  had  not  the  minority  re- 

>  8  Wallace,  p.  003. 
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quested  the  postpoDement  of  the  public  reading  for  a  w^k  in 
order  to  give  them  time  to  prepare  a  dissentmg  opinion  to  be 
read  on  the  same  occasion.  On  the  31st  of  January^  Judge 
Orier  was  present,  but  the  next  day  he  sent  his  resignation 
to  the  President  When,  therefore,  the  chief  justice  read  his 
opinion,  two  vacancies  existed  on  the  bench,  one  caused  by 
Judge  Grier's  resignation  and  the  other  by  operation  of  law 
increasing  the  number.^ 

The  decision  was  not  a  surprise.  The  opinion  of  the  four 
associates  had  long  been  known,  and  though  Mr.  Chase  had 
fevored  the  issue  of  legal-tender  notes  when  secretary  of  the 
treasury,  it  was  generally  believed  that  he  had  changed  &ont 
on  the  subject.  Yet  the  genuineness  of  his  conversion  was 
doubted,  and  probably  always  will  be.  Of  course,  human 
conduct  is  marked  with  mental  and  moral  imperfection,  and 
if  Mr.  Chase  had  really  undergone  a  change  of  opinion,  he 
did  right  in  deciding  against  the  constitutionality  of  the  law. 
He  hesitated  to  declare,  when  secretary,  that  no  constitu- 
tional barrier  existed  against  issuing  the  notes,  and  did 
so  solely  because  the  necessities  of  the  government  were  so 
pressing.^  Did  he,  when  reflecting  on  the  event,  conclude 
that  the  necessities  were  not  so  grave  in  1862,  as  he  declared 
them  to  be  ?  If  they  did  not  exist,  why  did  he  resort  to  the 
issuing  of  a  kind  of  notes  which  were  so  distasteful  to  him  ? 
Had  he  admitted  in  1869  that  he  was  in  error  in  1862,  no  one 
would  have  questioned  the  admission.  He  did  not  admit  this, 
though  his  decision,  in  tnith,  implied  as  much,  for  surely  if  the 
government  could  have  found  any  other  way  to  obtain  money, 
the  necessity  for  issuing  the  notes  did  not  exist.    Strenuous 

'  See  Diasentixig  opinion  by  Mr.  Juatice  field  in  Knox  vs.  Lee. 
'SeepiigeM. 
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to  create  them,  Judge  Chase's  decision  is  a  strong  adveiae 
judgment  against  the  correctness  of  his  conception  of  the 
situation  of  the  government  at  that  time.  Did  the  chief  jus- 
tice understand  this  when  rendering  his  decision  ?  He  knew 
that  his  opinion  of  the  constitutionality  of  the  law  was  contrary 
to  the  one  formerly  expressed,  but  probably  he  went  no 
further.  His  reason  for  changing  has  never  been  satisfactory 
to  all  his  friends.  One  class  have  never  questioned  its  sound- 
ness ;  another  and  much  larger  class  have  believed  that  the  true 
reason  for  his  opinion  was  not  put  in  writing.  The  presidential 
vision  had  been  haunting  and  tormenting  him  for  several  years. 
It  obtruded  even  in  the  serene  air  of  the  court-room.  Like  Poe's 
Raven,  it  would  not  go  away  at  his  bidding.  He  believed 
that  he  could  improve  his  chance  to  get  tlie  presidential  nomi- 
nation of  the  Democratic  party  by  declaring  the  legal-tender 
law  to  be  unconstitutional.  If,  therefore,  in  rendering  the 
legal-tender  decision,  he  forgot  the  injunction  to  "  turn  not 
aside  from  the  commandments  to  the  right  hand  or  to  the 
left/'  hLs  heart  certainly  was  "  not  lifted  up  above  his  breth- 
ren." Such  is  the  veixlict  of  liis  best  friends.  This  decision, 
as  he  believed,  bore  directly  on  liLs  iK>litical  prospects,  and  he 
sought  to  improve  the  ocaisiou  to  tlie  utmost  for  liimself. 
Tried  by  the  Judeau  standard,  his  judgment  was  not  like  the 
morning  before  the  sun  riseth,  even  as  the  morning  without 
clouds. 

The  decision  produced  no  serious  effect  on  business.  If  the 
logjil  consequence  had  been  to  render  the  notes  void,  the  efifect 
would  have  been  terrific,  but  the  only  effect  was  to  deprive 
them  of  their  legal-tender  quality.  They  circulated  just  as 
readily  as  before.  No  change  was  made  in  the  bank  reserve. 
What  would  have  happened  had  the  decision  been  made  in 
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1864  instead  of  1870  need  not  be  considered ;  doubtless^  the 
power  of  the  government  to  cany  on  the  war  would  have 
been  dreadfully  shaken.  In  1870,  however,  there  was  no  oc- 
casion for  stretching  further  the  l^al-tender  power;  the  debt 
had  been  put  into  a  manageable  form,  a  large  reduction  had 
been  made,  the  public  credit  had  been  greatly  strengthened, 
and,  so  far  as  the  government  was  concerned,  the  decision 
had  no  effect  on  its  credit.  The  notes  were  worth  no 
more  nor  less ;  their  redemption  was  neither  hastened  nor  de- 
layed. It  is  true  that  a  speedy  decision  of  a  different  kind 
was  confidently  expected  at  the  time  this  was  rendered, 
and  had  this  not  been  the  case  the  decision  might  have 
proved  more  serious,  at  least  to  private  interests.  Anyhow, 
as  the  sky  of  the  debt-owing  classes  was  gilded  with  this  ex- 
pectation, they  did  not  suffer. 

Why  did  they  expect  that  the  supreme  court  would  reverse 
their  own  decision  ?  Because  the  two  vacancies  existing  on 
the  bench  when  Hepburn  against  Griswold  was  decided  were 
soon  after  filled  by  Judges  Strong  and  Bradley,  who  had  pre- 
viously expressed  favorable  opinions  of  the  law  in  private 
consultations.*  Thus  a  court  now  existed,  composed  of  five 
judges  who  regarded  the  law  constitutional,  and  four  who  had 
declared  it  invalid.  As  soon  as  the  bench  was  filled  Attorney- 
general  Hoar  applied  for  another  argument  of  the  question 
in  the  case  of  Knox  against  Lee.^      This  application  was 

>  See  articles  in  N.  Y.  World,  April  7  and  11,  1874,  Was  the  Supreme 

Court  Packed,  and  the  Packed  Supreme  Court's  Legal-Tender  Decision ; 

Brooks  Adams's  article  in  6  International  Rey.,  p.  635 ;  Bowen's  Basis  and 

Bcope  of  the  Legal-Tender  Decisions ;  Spear's  Legal-Tender  Acts,  chap.  7, 

on  their  Construction ;  flat  Money :  a  Beyiew  of  the  Decisions  of  the  U.  S. 

&ap»  Ct  as  to  its  Constitutionality,  by  Francis  A.  Brooks. 

•  12  WaUaoe,  p.  457. 
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granted,  the  third  argument  ^^'as  made^  and  five  judges  against 
four  declared  the  law  to  be  constitutional.  Judge  Strong 
wrote  the  opinion  of  tlie  court,  and  his  new  associate,  Judge 
Bradley,  wrote  another.  Thus  the  question  was  finally  settled. 
Judge  Strong  remarked  that  it  would  be  difficult  to  over-esti- 
mate tlic  consequences  which  must  follow  the  decision.  They 
would  affect  the  entire  business  of  the  country,  and  take  hold 
of  the  possible  continued  existence  of  the  government  "  If," 
said  he,  '^  it  be  held  by  this  court  that  Congress  has  no  con- 
stitutional power,  under  any  circumstances,  or  in  any  emer- 
gency, to  make  treasur}'-notes  a  legal  tender  for  the  payment 
of  all  debts  (a  power  confessedly  possessed  by  every  independ- 
ent sovereignty  other  than  the  United  States),  the  government 
is  without  tliose  means  of  self-preservation,  which,  all  must 
admit,  may,  in  certain  contingencies,  become  indispensable, 
even  if  tliey  were  not  when  tlie  Acts  of  Congress  now  called 
in  question  were  enacted.  It  is  also  clear  tliat  if  we  hold  the 
Acts  invalid  as  applicable  to  debts  incurred,  or  transactions 
which  have  taken  place  since  tlieir  euaetiiieut,  our  decision 
must  cause,  throughout  the  country,  great  business  derange- 
ment, wide-spreiul  ilistress,  and  the  rankest  injustice." 

In  tlie  uon-enunierated  powers  of  the  constitution  authority 
was  expressly  given  "  to  make  all  laws  which  shall  be  necessary 
and  i)roper  fur  carrying  into  execution  the  8i)ecified  powers 
vested  in  Congress."  Wei'e  the  l^al-tender  laws,  "when 
enacteil,  appropriate  iustrumcutiilities  for  carrying  into  effect, 
or  executing  any  of  the  known  powers  of  Congress,  or  of  any 
department  of  the  government?"  Judge  Strong  then  briefly 
set  f  )rtli  the  condition  of  the  countr}'  when  Congress  attempted 
to  make  treasury-notes  a  legal  tender.  "  Now,"  he  continued, 
"  if  it  were  certain  that  nothing  else  would  have  supplied  the 
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absolute  necessities  of  the  treasury^  that  nothing  else  would 
have  enabled  the  government  to  maintain  its  armies  and  navy, 
that  nothing  else  would  have  saved  the  government  and  the 
constitution  from  destruction^  while  the  legal-tender  Acts 
would,  could  any  one  be  bold  enough  to  assert  that  Congress 
transgressed  its  powers  ?  Or,  if  these  enactments  did  work  these 
results,  can  it  be  maintained  now  that  they  were  not  for  a 
Intimate  end,  or  appropriate  and  adapted  to  that  end,  in 
the  language  of  Chief  Justice  Marshall  ?  That  they  did  work 
such  results  is  not  to  be  doubted/^ 

The  next  step  in  the  argument  was  important,  especially  in 
view  of  a  subsequent  determination  by  the  same  court.  ^'  If  it 
be  conceded  that  some  other  means  might  have  been  chosen 
for  the  accomplishment  of  these  l^itimate  and  necessary  ends, 
the  concession  does  not  weaken  the  argument.  .  .  .  Can  tliis 
court  say  that  it  ought  to  have  adopted  one  rather  than  the 
other?  Is  it  our  province  to  decide  that  the  means  selected 
were  beyond  the  constitutional  power  of  Congress,  because  we 
may  think  that  other  means  to  the  same  ends  would  have  been 
more  appropriate  and  equally  efficient?  That  would  be  to 
assimie  l^islative  power,  and  to  disr^ard  the  accepted 
rules  for  construing  the  constitution.  The  degree  of  the 
necessity  for  any  congressional  enactment,  or  the  relative 
d^ree  of  its  appropriateness,  if  it  have  any  appropriateness, 
is  for  consideration  in  Congress,  not  here." 

Judge  Strong  did  not  intend,  nor  did  Judge  Bradley,  so 
Eeverdy  Johnson  thought,'  to  decide  that  the  Act  would  justify 
the  issuing  of  l^al-tender  notes  in  a  time  of  peace.  Mr.  John- 
son was  one  of  many  persons  in  so  thinking.     When  Senator 

*  Letter  in  N.  Y.  Tribune,  Aug.  14, 1875.  See  ex-Goy.  Dix's  letter  to 
Hr.  Johnion  on  the  solgect,  N.  Y.  Times,  Sept.  18, 1875. 
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by  the  constitutioD^  we  are  irresistibly  impelled  to  the  conclu- 
sion," said  Judge  Gray,  who  delivered  the  opinion  of  the  court, 
"  that  the  impressing  upon  the  treasury-notes  of  the  United 
States  the  quality  of  being  a  l^al  tender  in  payment  of  private 
debts  is  an  appropriate  means,  conducive  and  plainly  adapted 
to  the  execution  of  the  undoubted  powers  of  Congress,  con- 
sistent with  the  letter  and  spirit  of  the  constitution,  and  there- 
fore within  the  meaning  of  that  instrument  necessary  and 
proper  for  carrying  into  execution  the  powers  vested  by  this 
constitution  in  the  government  of  the  United  States." 

"  Whether  at  any  particular  time,"  added  the  court,  "  in 
war  or  in  peace,  the  exigency  is  such,  by  reason  of  universal 
and  pressing  demand  on  the  resources  of  the  government,  or 
of  the  inadequacy  of  the  supply  of  gold  and  silver  coin  to 
furnish  the  currency  needed  for  the  uses  of  the  government 
and  of  the  people,  that  it  is,  as  a  matter  of  fact,  wise  and 
expedient  to  resort  to  this  means,  is  a  political  question,  to  be 
determined  by  Congress  when  a  question  of  exigency  arises,^ 

^  The  Nation  remarked,  when  the  dissenting  opinion  of  Judge  Miller,  in 
Hepburn  against  Griswold,  was  delivered,  "  On  the  point  whether  Congress 
or  the  ooorts  have  the  right  of  deciding  what  means  are  necessary  and 
proper  for  the  exercise  of  the  war  power,  we  suspect  most  people  will  agree 
with  us  in  thinking  that  Judge  Miller  had  the  best  of  the  argument. 
Society  has  become  such  a  complicated  machine ;  its  interests  are  so  vast 
and  varied,  and  delicate ;  the  influences  which  afiect  them  so  numerous  and 
difficult  of  comprehension,  and  wars  have  become  so  largely  contests  of 
money,  machinery,  and  scientific  skill  that  there  is  probably  no  more  difficult 
problem  submitted  to  the  human  mind  in  our  day  than  the  best  means  of 
bringing  into  play  the  whole  of  a  nation's  power  of  ofTence  and  defence. 
How  to  raise  armies  in  a  modem  commercial  community  without  fatally 
derangiDg  industry ;  how  to  get  money  to  support  them  without  plunging 
business  into  confusion  and  disheartening  the  people,  at  a  crisis  when  every- 
thing depends  on  the  people's  keeping  up  its  courage,  are  problems  now 
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and  aiit  a  judicial  question,  to  be  aft«nrard  passed  upoQ  bjr 
tlie  courts."  Is  this  decision  final  ?  We  have  seen  how 
speedy  was  the  transformntiou  of  ^e  court  which  looked 
unfavorably  on  the  legal-tender  l(^;i3lation  into  a  court 
which  looked  on  it  with  £ivorable  eyes.  The  planet  roll^ 
and  all  thereon  and  therein  changes,  and  hunuui  instita- 
tions  and  decisions  are  made,  and  change^  and  {mss  away. 
The  deciHionH  rendered  by  the  higher  court  of  our  oountiy  an 
8tum])ed  with  sonic  permanence,  compared  with  many  of  the 
opinioitH  and  uttcmaccs  expressed  around  them,  but  even  thfln 
change  from  generation  to  generation,  as  the  reasons  on  whkli 
they  arc  founded,  weaken  or  wholly  disappear.  Other  caoaea, 
too,  contribute  toward  the  change.  Judii^  denaions  aze 
annually  swept  away  by  legislative  enactments.  Politica 
sometimes  sprcaiU  a  baneful  shadow  over  courts,  and  darkeos 
the  stream  of  judicial  decision,  like  branches  overlianging  tiie 
water.  What  may  be  the  outcome  of  this  decbioD  is  hardly 
worth  while  to  prophesy.  It  may  stand  for  ages,  the  mona- 
inctit  (if  u  wisilom  mure  consummate  tlutu  vos  realized,  ^ther 
by  the  judges  who  spoko,  the  parties  immediately  aflfected,  op 
the  iK^ijile  who  listened,  or  it  may  be  reversed  at  a  later  day 
by  till-  «tnio  court,  reflt-cting  and  recording  just  as  clearly  tliat 
iinwrifteii  opinion  of  the  i>oople,  who,  in  every  oountxy,  and 
ill  I'vcn'  a;^'.  form  the  ,*upreme  tribunal  by  which  every 
<|iU'^tion  is  tinally  Irii-d  and  dotonuiaed. 

wliit'h  iiK'ludi;  nvnrlv  tlio  nliote  nri  of  ^renunenL  Thera  u  no  ws^oC 
Mi1>iiiitlinK  tlivni  li>  Ihe  ilci'Uii)ii  or  a  murt  of  lair;  a  court  which  wm  coa^ 
|wt«il  III  )iiM>  (III  lh(Hii  nniulil  iiu  lottpor  be  a  I'ourt" — Feb.  17,  I87IX 


18650  BESUMFnON  OF  SPECIE  PAYMENTS.  263 


CHAPTER  IL 

RESUMPTION  OF  SPECIE  PAYMENTS. 

When  specie  payments  were  suspended  in  December^  1861, 
the  event  was  as  unwelcome  as  unexpected,  and  every  one 
believed  that  they  would  speedily  be  resumed  on  the  return 
of  peace,  notwithstanding  the  example  of  Great  Britain,  which 
delayed  for  seven  years  after  Waterloo  was  fought.  Twice  as 
many  years  were  to  pass  after  the  close  of  the  civil  war  before 
the  government  redeemed  its  promises,  and  not  until  death 
had  taken  the  most  prominent  character  in  the  financial 
history  of  the  time,  and  who,  if  unintentionally  powerfiil  in 
causing  their  suspension,  would  have  rejoiced  all  the  more  in 
the  return  to  an  honest  money  and  the  restoration  of  the 
national  honor. 

When  the  war  closed  Mr.  McCulloch  was  at  the  head  of  the 
treasury  department.  He  had  succeeded  Mr.  Fessenden  at 
the  opening  of  President  Lincoln's  second  term.  Five  days 
after  assuming  office  he  remarked,  in  a  speech  to  the  heads  of 
the  bureaus  when  they  were  presented  to  him  :  "  My  chief 
aim  will  of  course  be  to  provide  the  means  to  discharge  the 
claims  upon  the  treasury  at  the  earliest  day  practicable,  and 
to  institute  measures  to  bring  the  business  of  the  country 
gradually  back  to  the  specie  standard,  a  departure  from  which, 
although  for  the  time  being  a  necessity,  is  no  less  damaging 
and  dmoralizing  to  the  people  than  expensive  to  the  govern- 
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•»'si':." *  Thus  rtirly  did  he  announce  his  policy,  from  which 
It*-  luxiT  wavonil.  Xot  long  afterward  he  addressed  a  public 
uuvnuc  i»  l''^>i*t  Wayne,  Indiana,  at  which  he  said,  "I  have 
no  liulli  In  a  prosperity  which  is  the  effect  of  a  depreciated 
ounvnry,  nor  «in  I  see  any  sale  path  for  us  to  tread  but  that 
\\\\\A\  Irads  to  si>ecie  payments.  We  have  a  circulating 
iiuxlinni  sdtogi^ther  larger  than  is  needed  for  legitimate  busi- 
nosf* ;  the  twcess  is  used  in  s}XJCulation.  The  longer  the  infla- 
tion tH»ntinui's  the  more  diflicult  will  it  be  for  us  to  get  back 
to  \\\o  M»Iid  gn>nnd  of  s])ecie  payments,  to  which  we  must  re- 
turn siMiner  or  later.  If  Congress  shall  early  in  the  approacli- 
ing  s<»ssioii  authorize  the  funding  of  legal-tender  notes,  and 
tlie  work  of  aKluction  is  commemxxl  and  carried  on  resolutely, 
but  tiiiH'fully  and  prudently,  we  shall  reach  it  probably  ^vith- 
o\\\  stritMis  embarrassment  to  legitimate  business;  if  not,  we 
>h:ill  ha\e  a  brief  ju^iod  of  liollow  and  seductive  prosjKjrity, 
iivNiihin-^  in  wide-spread  bankruptcy  and  disaster.'' 

TluM*  utleranees  of  the  secretary  immediately  spread  over 

»  April  -I,  isr>'>,  lie  wrote  to  Hcnrv  C.  Carey:  "You  will  perceive  by  the 
^(.lUMll^nt  of  the  a>iuliti<ni  of  the  treasury  on  the  1st  instant  that  the  gov- 
triinii-nt  rin'ulation  Ikls  not  been  diniinishcil.  Whethor,  or  to  what  extent, 
(lii>  riri'ulalion  will  he  re^hiced,  depends  up<in  eirounistanccs  that  cannot 
ii.»\i  U-  rlenrly  f<»r<.'s*M'n.  I  have  been,  and  still  am  of  the  opinion,  that  it 
iiiiisi  lHM"urtnile<l  l)efore  a  return  to  sjiecie  payments  can  be  effected;  hut  it 
».»iiiu»l  U'dcnietl  thai  the  course  of  the  market  for  the  past  month  haMbeen 
^u^'h  i»f«  t«»  .i^'^lify  ^  reconsideration  of  the  oi>inions  which  have  been  so 
fc-viu'ialK  tiitertained  in  regard  to  the  inflation  of  the  currency.  The  in- 
vl*^lM^l  deni:ind  for  money,  which  is  the  result  of  tlse  diminution  of  indiv- 
ul'i.d  cnnlitM,  may  not  have  l>een  fully  estimatefl ;  and  it  may  turn  out  that 
is»  ^^.M•.idc^lhle  re<hiction  of  pai)er  circulation  will  he  needed  for  the  restora- 
^.^.„  ^,f  (lio  s|»ecie  basis.  At  all  events,  the  government  will  have  no  inter- 
vi  i\\  ivtiriug  itH  direct  issues  if  the  desired  object  csin  be  obtained  within 
^  ,v,tmni:d'Ie  time  without  it."— 1  In.  Rtr.  liecvrtl,  p.  123. 
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the  country,  and  were  warmly  endorsed  by  boards  of  trade 
and  similar  oi^ganizations,  and  the  press.  The  President,  too, 
in  his  annual  message,  strongly  sustained  the  secretary.  Those 
who  feared  that  he  might  not  be  in  accord  with  Mr.  McCul- 
loch  on  this  great  question  were  relieved  when  he  declared 
that  it  was  our  first  duty  to  prepare  in  earnest  for  our  recovery 
from  the  ever-increasing  evil  of  an  irredeemable  currency 
without  a  revulsion,  and  yet  without  untimely  procrastination. 
"To  aid  our  fellow-citizens  in  the  prudent  management  of 
their  monetary  affairs,  the  duty  devolves  on  us  to  diminish  by 
law  the  amount  of  the  paper  money  now  in  circulation.  Five 
years  ago  the  bank-note  circulation  of  the  country  amounted 
to  not  more  than  $200,000,000 ;  now  the  circulation,  bank 
and  national,  exceeds  $700,000,000.  The  simple  statement 
of  the  fact  recommends  more  strongly  than  any  words  of  mine 
could  do  the  necessity  of  our  restraining  this  expansion.  The 
gradual  reduction  of  the  currency  is  the  only  measure  that 
can  save  the  business  of  the  country  from  disastrous  calami- 
ties ;  and  this  can  be  almost  imperceptibly  accomplished  by 
gradually  funding  the  national  circulation  in  securities  that 
may  be  made  redeemable  at  the  pleasure  of  the  government." 
In  Mr.  McCuUoch's  report,  which  was  made  public  simul- 
taneously with  the  President's  message,  large  space  was  de- 
voted to  the  subject  of  resuming  specie  payments.  "The  issue 
of  United-States  notes  as  lawful  money  was  a  measure  expe- 
dient doubtless,  and  neoessar}'  in  the  great  emergency  in  which 
it  was  adopted,"  but  which  no  longer  existed.  He  did  not 
recommend  the  immediate  repeal  of  the  legal-tender  laws, 
because  such  a  course  "  would  be  unwise "  and  "  likely  to 
afiect  injuriously  the  legitimate  business  of  the  countrj'."  As 
the  interest-bearing  l^al-tender  notes  "  were  intended  to  be  a 
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security  rather  than  a  circulating  medium,"  the  secretary  rec 
ommeDded  Congress  to  declare  that  after  their  maturity  they 
should  oease  to  be  a  l^al  tender,  because  ^^  such  a  deelaratioii 
would  aid  the  government  in  its  efforts  to  retire  them/' 
and  "  would  be  neither  injurious  to  the  public  nor  an  act  of 
bad  faith  to  the  holders." 

The  objections  to  reducing  the  amount  of  the  currency  were 
stated  and  answered  by  the  secretary,  and  may  be  as  fitly  con- 
sidered at  the  outset  of  this  chapter  as  at  any  other  place. 
The  first  objection  was  that  prices  would  be  reduced,  and  this 
effect  would  be  injurious,  if  not  disastrous,  to  trade,  and  quite 
likely  precipitate  a  financial  crisis.  To  this  objection  the  sec- 
retary replied,  that  prices  of  articles  of  indispensable  necessity 
were  already  so  high  as  to  be  severely  oppressive  to  con- 
sumers, especially  to  persons  of  fixed  and  moderate  incomes, 
and  to  the  poorer  classes.  Not  only  the  interest,  but  the 
absolute  necessities  of  the  masses  required  that  the  articles 
needed  for  their  use  should  decline.  With  respect  to  trade,  no 
reason  existed  for  apprehending  that  Congress  would  adopt 
any  policy  that  would  cause  so  rapid  a  reduction  of  prices  as 
to  produce  embarrassment.  Moreover,  a  return  to  specie  pay- 
ments would  not  bring  prices  back  to  those  of  former  years. 
On  the  other  hand,  the  longer  contraction  was  deferred  the 
greater  must  the  fall  eventually  be,  and  the  more  serious  the 
consequence. 

To  the  objection  that  a  contraction  of  the  currency  would 
reduce  the  public  revenue,  the  secretary  admitted  that  "  this 
might  be  the  immediate  effect,  but  it  would  be  temporary 
only."  That  the  proposed  policy  of  contraction  would 
endanger  the  public  credit  by  preventing  funding,  was  an 
objection  for  which  Mr.  McCulloch  could  perceive  no  sub- 
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stantial  ground.  He  could  not  understand  how  the  process 
of  funding  was  likely  to  be  aided  by  the  continuance  of  prices 
on  their  present  high  level,  or  how  the  credit  of  the  govern- 
ment was  to  be  restored  by  the  perpetuation  of  an  irredeem- 
able currency. 

He  next  considered  the  objection  that  such  a  policy  would 
compel  the  government  and  the  people,  who  were  in  debt,  to 
pay  in  a  dearer  currency  than  that  in  which  their  debts  were 
contracted.     ^^  So  far  as  individual  indebtedness  is  regarded,'^ 
said  the  secretary,  "  it  may  be  remarked,  that  the  people  of 
the  United  States,  if  not  as  free  from  debt  as  they  were  six 
months  ago,  are  much  less  in  debt  than  they  have  been  in 
previous  years,  and  altogether  less  than  they  will  be  when  the 
inevitable  day  of  payment  comes  around,  if  the  volume  of 
paper  money  is  not  curtailed.     A  financial  policy  which  would 
prevent  the  creation  of  debts,  and  stimulate  the  payment  of 
those  already  existing,  so  far  from  being  injurious,  would  be 
in  the  highest  degree  beneficial."    Such  was  the  answer  of  the 
secretary  to  this  objection.     It  certainly  was  not  very  satisfac- 
tory, but,  perhaps,  a  better  one  could  not  be  made.     This  was, 
in  truth,  the  weightiest  of  all  objections  to  improving  the 
value  of  the  currency.     During  all  the  years  of  suspension 
this  was  the  one  on  which  the  o{)ponenta  to  a  return  to  the 
former  system  most  securely  built  their  arguments.     They 
believed  that  a  reduction  of  the  currency  meant  lower  prices, 
and  this,  in  turn,  enhanced  the  difficulty  of  debt-paying.     If 
a  fiumer  owed  a  thousand  dollars,  it  was  easier  for  him  to  get 
the  money  to  pay  hia  debt,  if  he  sold  his  wheat  for  one  dollar 
and  a  half  per  bushel  than  if  he  sold  it  only  for  one  dollar. 
Nothing  could   be  clearer.      To   reduce  the  currency  and 
diminiah  prices  meant  bankruptcy  to  many,  and  debt-paying 
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iiiriro  difficult.  In  diluting  the  currency  a  vast  amount  of 
linnKjrty  was  transferred  from  the  creditor  to  the  debtor  with- 
out an  equivalent ;  so  in  the  appreciation  of  the  currency  a 
vast  amount  would  be  transferred  from  the  debtor  to  the 
creditor  without  an  equivalent  if  the  debts  were  subsequent  to 
inflation.  The  getting  of  means  to  carry  on  a  war  by  the  issue 
of  a  forced  currency  is  a  tax  of  tlie  most  serious  kind.  .  The 
creditor  pays  a  portion  of  it  in  the  way  of  receiving  less  for  his 
debt  tlian  he  loaned.  While  the  currency  is  undergoing  the 
process  of  inflation,  or  depiction  in  value,  merchants  often 
charge  more  for  their  goods  to  cover  losses  by  the  cliauge, 
which  is  paid  by  purchasers,  and  another  portion  of  the 
tax  is  finally  jvaid  by  the  debtor  class  when  the  currency 
improves  in  value  and  prices  decline.  The  entire  tax  is 
tremendous.  The  debtor  class  clearly  seeing  the  larger  burden 
they  would  bo  obliged  to  bear  if  the  volume  of  currency  were 
contracted  and  prices  declined,  stubbornly  opposed  contrac- 
tion. It  is  true  that  many  old  debts  had  been  paid  during 
the  war,  but  many  liad  not,  while  new  ones  had  been  con- 
tracted, and  tlie  j^eoplc  individually  and  in  a  corporate  capacity, 
and  especially  many  of  the  nmnicipal  corporations  and  the 
States  of  the  Union,  were  far  more  deeply  indebted  than  on 
the  day  of  suspending  payments. 

Two  more  objections  were  stated  and  answered  by  the  seo- 
retarj',  to  which  a  short  space  may  be  given.  The  first  was 
that  a  reduction  of  the  government-notes  would  embarrass  the 
national  banks,  if  it  did  not  force  them  into  liquidation.  To 
this  he  replied  that  it  was  better  that  the  banks  should  be 
embarrassed  then  than  banknipted  hereafter.  Their  business 
and  customers  were  then  under  control.  What  would  be 
their  condition  in  these  respects  if  the  expansion  continued  a 
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year  or  two  longer  it  would  not  be  difficult  to  predict.  Tlie 
conservative  banks  of  the  country,  whatever  might  be  said 
of  the  others,  unanimously  favored  curtailment  of  the  currency 
with  a  view  to  an  early  return  to  speciQ  payments. 

The  other  objection  was,  tliat  contraction  by  reducing  exports 
and  increasing  imports  would  reduce  the  rate  of  foreign 
exchange.  It  was  doubtless  true,  said  the  secretary,  that  a 
high  rate  of  excliaugc  did,  for  a  time,  increase  the  exportation 
of  our  productions  and  diminish  tlie  im{X)rtation  of  foreign 
articles,  but  this  atlvantage  was  much  more  than  counter- 
balanced by  the  largely  increased  expenses  of  the  government 
and  of  the  people,  resulting  from  the  ver}'  cause  that  produced 
the  liigh  rate  of  cxcliange.  Besides,  this  apparent  advantage 
no  longer  exLsted.  The  advance  of  prices  in  the  United  States, 
notwithstanding  the  continued  high  rate  of  Euroixam  exchange, 
was  now  checking  exports  and  inviting  imports,  and  creating 
a  balance  in  favor  of  Europe  that  was  likely  to  be  the  greatest 
obstacle  in  the  way  of  an  early  resumption  of  specie  payments. 

The  secretary,  therefore,  recommended  Congress  to  declare 
that  the  oom{X)und-intercst  notes  should  cease  to  be  a  legal 
tender  from  the  day  of  their  maturity,  and  also  to  authorize 
him  to  sell  bonds  of  the  United  States,  bearing  interest  at  six 
per  cent  or  a  lower  rate,  and  redeemable  and  j^yable  at  the 
convenience  of  the  interest  of  the  government,  for  the  puq>ose 
of  retiring  the  compound-interest,  and  United-States  notes. 

The  secretary  then  added,  that  the  "  process  of  contraction 
can  not  be  injuriously  rapid;  and  that  it  will  not  be  necessary 
to  retire  more  than  one  hundred,  or,  at  most,  two  hundred 
millions  of  United-States  notes,  in  addition  to  the  comjwund 
notes,  before  the  desired  result  will  l)e  attained.  But  neither 
the  amoont  of  reduction,  nor  the  time  tliat  will  be  required  to 
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of  an  old  debt  into  a  new  one,  when  that  oould  be  done  to 
our  advantage.  Our  whole  debt  could  not  be  increased  undep 
the  new  bill  a  single  dollar.  "  Those  who  fear  rash  attempts 
at  an  early  resumption  of  specie  payments,"  he  continued, 
"  should  be  quieted ;  it  is  simply  impossible  to  take  at  once 
any  very  long  strides  in  that  direction.  This  is  a  process 
only  to  be  successfully  accomplished  by  gradual  and  persistent 
effort  Only  while  currency  is  plentifiil  and  cheap  is  it  any 
object  to  exchange  it  for  bonds ;  make  it  scarce  and  dear  and 
it  will  not  be  done. 

"  It  is  true  that  some  hostility  to  a  return  to  specie  pay- 
ments is  manifested  in  certain  quarters.  It  is  to  be  expected. 
Any  system  proposed  by  the  secretary  of  the  treasury,  or  any 
bill  proposed  by  Congress  not  exhibiting  facilities  by  which 
the  money-changers  may  continue  their  rapid  gains,  will  meet 
with  noisy  clamor  on  the  pretence  of  injury  to  the  general 
interests  of  trade  and  commerce,  and  will  be  dexterously 
thwarted  unless  we  place  the  secretary  where,  to  use  those 
terms  which  military  operations  have  made  familiar,  he  will 
be  master  of  the  situation ;  that  is  to  say,  to  fund  all  of  our 
matured  indebtedness  and  debts  soon  to  mature  at  lower  rates 
of  interest  than  what  we  are  now  paying,  and  wdth  longer 
periods  of  time  for  payment." 

Mr.  Hooper,  of  Massachusetts,  sustained  the  bill.  His 
speech  was  perhaps  the  strongest  delivered  on  the  subject, 
though  Mr.  Wentworth's,  of  Chicago,  was  vigorous- and  con- 
tained fiu*  more  than  the  usual  quantity  of  historical  informa- 
tion for  the  r^ulatiou  congressional  speech.  Mr.  Hooper  had 
thoronghly  studied  the  principles  and  history  of  money,  and 
had  written  several  elaborate  monographs,  which  were  favor- 
ably r^arded  by  those  who  professed  to  know  most  about 
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the  subject.  He  liud  l>cen  a  sucHXissful  Boston  merchant,  and 
was  one  of  the  ecirli(«t  members  of  Congress  to  fiivor  the 
isssue  of  legal-tender  notes,  and  the  creation  of  the  national 
l^anking  system.  On  this  oeraf^ion  he  said  that  "whatever 
differences  of  opinion  may  exist  in  regard  to  what  had  been 
done,  no  one  could  doubt  now,  the  war  being  ended  and  the 
government  having  ceased  to  Ix*  a  l)orn)wer  of  money,  that 
the  im]>ortant  question  to  Ixi  considercxl  was  how  to  restore 
the  currency  to  a  sound  and  stable  a^ndition  at  the  earliest 
practical  time  with  the  least  jiosslble  disturl)ance  of  the  values 
of  proixjrty  and  of  the  sul^stantial  interest  of  the  industry  of 
the  onmtr)'."  He  tlien  declared  that  "the  only  honest  and 
practical  way  in  which  the  pajier  money  of  the  countn-  can 
be  restored  to  a  sound  condition,  and  made  equal  in  value  to 
the  money  of  other  countries  with  which  we  are  connected 
by  commerce,  is  by  a  gradual  reduction  of  its  amount  until 
what  remains  shall  circulate  as  the  ec^uivalent  of  coin,  and  can 
be  converted  into  coin  at  the  option  of  any  holder.  As  soon 
as  the  contraction  of  the  amount  of  Icgid-tendcr  notes  Ls  com- 
menced in  earnest,  and  no  other  j)aj)er  money  allowed  to  be 
substituted  for  it,  the  premium  on  gold  will  decline  and 
foreign  exchanges  will  l)e  in  our  favor.  If  the  public  under- 
stand and  l)clieve  that  the  cxnitniction  is  to  be  continued  until 
the  pajXT  money  remaining  in  circulation,  whether  issued  by 
the  government  or  by  the  banks,  Ls  at  par  with  coin,  the 
export  of  specie  will  tx?ase,  the  product  of  our  gold  and  silver 
mines  will  Ixi  retained  in  the  country,  and  gold  will  be 
imported  from  Euroi)e.  A^lienever  the  jwiper  money  is  at 
])ar  with  coin,  both  \\'ill  then  circulate  together  again  and 
constitute  the  money  of  the  country." 

Mr.  Kelley,  of  Pennsylvania,  maintained  that  contraction 
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was  not  the  way  to  reHumc  specie  i>ayments.  It  was  the  way, 
"  after  a  brief  struggle  by  a  double-quick  march,  to  bank- 
ruptcy/' There  was  another  and  better  method  of  resumption. 
"  Promote  the  development  of  our  resources  and  stimulate  our 
industry  by  repealing  taxes  to  the  amount  of  one  hundred  and 
fifty  or  t>vo  hundreil  million  dollars  j)er  annum,  promote  the 
recuperation  of  the  South,  and  give  employment  to  the  dis- 
charged soldiers  of  the  North,"  and  he  prophesied  tliat  "  at 
the  end  of  five  years  you  will  fiud  the  si>ecieK)wning  citizens 
of  the  country  will  have  lx)ught  from  the  banks  their  bonds, 
and  the  l)ullion-owning  citizens  of  the  country  will  have  depos- 
ited in  the  banks  specie ;  at  any  rate,  at  the  end  of  ten  years 
the  process  of  fostering  our  industries,  developmg  our  re- 
sources, and  retaining  in  the  country  some  of  our  vast  mineral 
wealtli,  will  bring  us  to  the  resumption  of  specie  payments 
naturally,  and  without  disturbing  any  branch  of  business." 

Mr.  Wentworth,  who  strongly  favored  the  bill,  when  deliv- 
ering his  speech,  quoted  from  a  letter  written  by  "  one  of  the 
oldest  and  wealthiest  l)iuikei"s  "  in  the  count r}',  which  cor- 
rectly rcflectol  the  opinion  of  the  national  banks  on  this 
question.  "  Pay  no  attention,"  said  the  writer,  "  to  outside 
pressure  so  far  as  the  national  banks  are  concerned.  We  have 
paid  for  no  pam2)lilcts,  no  money  articles  in  news2)a{)ers  and 
no  lobby.  It  is  the  sjn^culator,  the  shoddies,  the  lame  <lucks, 
tliat  are  belaboring  Congress.  The  national  banks  will  be 
ready  for  specie  payments  as  so<^n  as  the  seci-etaiy  of  the 
treasury  is.  Give  him  a  go<xl  strong  bill,  and  have  no 
fears.  He  can  not  afford  to  quarixjl  with  solvent  Ixinks,  nor 
they  with  him.  There  is  no  way  to  seixirate  their  legitimate 
interests." 

Mr.  Wentworth  remarked  that  one  class  of  men  were  ^^lob- 

18 
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bying  against  specie  payments  that  surprised  him  very  much/' 
— ^the  importers.  They  knew  tliat  unredeemable  money  begot  . 
extravagance,  and  that  men  who  became  suddenly  rich  by 
speculating  on  other  2)eople's  necessities  at  once  outgrew  the 
plainness  of  American  manufactures.  The  suddenly  rich, 
especially  if  tlicy  were  illiterate,  were  the  l^est  patrons  of  im- 
porters. "  Such  persons  rejoiced  in  diamonds  and  laces,  can 
drink  no  liquors  without  a  certificate  of  their  importation,  and 
always  travel  in  their  best  clothes,  fresh  from  a  foreign 
market.  These  im|X)rters  think  that  a  bloated  currency 
bloats  the  fashions." 

Mr.  Boutwell  thought  that  the  course  of  things  ought  to  go 
on  without  active  interference.  In  the  natural  development 
of  events  we  should  resume  specie  piyments  as  early  as  was 
convenient  to  the  l)usiness  interests  of  the  country.  He 
believed,  while  we  should  not  increase  our  circulation,  that 
we  should  wait  until  another  harvest  had  been  gathered  in, 
and  until  tlie  results  of  that  harvest  had  Ikhju  made  a  part  of 
the  convertible  proix^rty  of  the  country  before  any  legislation 
should  Ixi  attenij)te<l  in  the  way  of  enforcinpj  s{)ecie  payments. 
In  otlicr  words,  Mr.  Boutwell  desired  that  the  government, 
like  Horace's  peasant,  should  wait  on  the  bank  of  the  river  until 
it  passed  away  before  crossing.  Had  the  government  done  so, 
we  fear  that  it  wr)uld  have  waited  jwrmanently ;  for  the  paper 
money,  like  the  river  so  grac^efully  destTilxnl  by  the  Roman 
poet,  would  have  continued  to  flow  for  ever,  though  with 
increasingly  destructive  power. 

The  deliate  revealed  a  strong  opposition  to  the  n^otiation 
of  bonds  abroad,  and  stronger  yet  to  granting  the  secretary  so 
much  authority  to  contract  the  currency.  The  bill  was 
amended  during  the  debate  by  withdrawing  authority  to  sell 
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the  bonds  abroad  and  make  them  payable  in  the  currency  of 
foreign  countries  and  afterward  recommitted.  When  again 
reported,  the  committee  offered  as  a  proviso,  "of  United- 
States  notes  not  more  than  ten  millions  may  be  retired 
and  cancelled  within  six  months  from  the  passage  of  this 
Act,  and  thereafter  not  more  than  four  millions  in  any  one 
month." 

At  the  time  of  reporting  this  amendment,  Mr.  Morrill 
read  a  letter  from  the  secretary  of  the  treasury,  in  which  he 
stated  in  the  clearest  language  the  vast  importance  to  the 
interests  of  the  country,  the  welfare  of  the  people,  and  the 
credit  of  the  nation  of  adopting  such  a  financial  policy  as 
would  prepare  the  way  for  a  return  to  specie  payments. 
When  this  could  be  brought  about  would  depend  on  the  con- 
dition of  national  industry  and  the  trade  relations  between  the 
United  States  and  foreign  nations.  The  secretary  added, "  the 
apprehensions  which  exist  that  if  power  is  given  to  the  secre- 
tary to  retire  United-States  notes  the  circulation  of  the  country 
would  be  niinously  coutracted  is  without  any  substantial 
foundation.  If  no  reliance  can  be  placed  on  the  discretion 
and  carefulness  of  the  secretary,  the  very  condition  of  the 
finances  of  tlie  country  will  present  such  a  reduction  of  the 
currency  as  will  make  either  a  tight  money  market  or  a 
depressed  business.  Authority  to  reduce  the  currency  will  go 
very  far  to  prevent  the  necessity  for  a  reduction." 

As  thus  amended,  the  bill  passed  the  House  by  a  vote  of 
eighty-three  to  fifty-three,  forty-seven  members  not  voting. 

The  Finance  Committee  of  the  Senate  reported  the  bill 
without  amendment.  The  principal  opponent  Nvas  Mr.  Sher- 
man, who  did  not  perceive  the  necessity  of  conferring  on  the 
aecretary  of  the  treasury  "  the  vast  powers  "  mentioned  in  the 
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Inll.  Iftho  pn.»vis*.»  Pt-striiting  the  ix»wers  of  the  aecneiarr  to 
t\nitr.u*i  tho  ourrency  would  accompli^h  the  purpo^je  de&i£Ded 
l»y  tho  Hoiist\  he  woul  J  wa.se  all  oppi>-ition  :  bm  he  knew  h 
wouUl  not,  lor  the  ven-  obvioa-^  reas-ju  tliat  there  \i-a5  no 
nMniiiit  upim  the  iK>wer  of  the  secretary  of  the  tr«i5iiry  to 
aivmnuhite  kiral-teuikT  notes.  He  might  retire  two  huDdivd 
niilHous  of  li-iral-teudtrr  uot«:^  by  xvtaining  iht-m  in  his  po*- 
si^<iv^n  without  itincellatiou,  or  sell  Ix^nil-i  for  u-jal  tenders  and 
hv^id  i1k><-  in  his  vtml:,  thus  retiriui:  them  from  the  business 
of  I  lie  ivuiiin".  IK-  miirlit.  iheni-f 're.  wiilii.ni  v:.»lai;Dir  the 
UTins  o:  i\w  bill,  iviiiract  the  ounvii*.-v  avwoMni!  lo  his  own 
CvvHi-will  ;i:':vl  pu:L<ure.  *'  My  o>\-:i  iir.prtssi.'n  i?-."  add€d  Mr. 
Shi.rmaii,  "  ihiw  :lu'  Mory  tnn-  of  ::.»,-  :n:a>un-,  in  oamrinff  oat 
hi>  kiu>wn  1^-ii^-y.  ^^i':I  di  >  •.  I  Ivlivw  ho  v.- ill  o^mract  the 
ourixwv  in  \h\>  wijy."  IL-  luvl,  ;i:  :ha:  liivA.  in  :he  iKasiiiy 
^ihU^VmV'.*  i:i  oumnov.  ii::.i  ?•  i -J. '.^v '.<♦■>.»  [n  ^:>li,  a  lai^er 
IviuiUi-t'   ilj:in  li:iii  «.\*tT  Kvu  kt v-:  r.'ii::!  a  v-jtv  rtxvnt  iiin& 
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the  original  section,  which  provided  for  funding  the  legiil- 
tender  notes  into  bonds.  Senators  Sherman  and  Chandler 
sought  to  engraft  that  provision  into  the  bill,  but  failed. 
Congress,  while  providing  for  funding  all  the  interest-bearing 
notes  into  bonds,  adopted  the  policy  of  contraction  for  retiring 
the  greenbacks  from  circulation.  Thus  the  law  provided  for 
satisfying  the  bondholder,  but  left  the  holders  of  the  green- 
back in  much  uncertainty.  Mr.  Sherman  afterward  said  in 
the  Senate,  that  "  if  this  Act  had  contained  a  simple  provision 
restoring  to  the  holder  of  the  greenback  the  right  to  convert 
bis  note  into  bonds,  there  would  have  been  no  trouble.  Why 
should  it  not  have  been  done  ?  Simply  because  the  secretary 
of  the  treasury  Ixjlieved  that  the  only  way  to  advance  the  green- 
backs was  by  reducing  the  amount  of  them  ;  that  the  only 
way  to  get  back  to  P2)e('ie  payments  was  by  the  system  of  con- 
traction. If  the  legal-tender  notes  could  have  been  wedded 
to  any  form  of  gold  bond  by  being  made  convertible  into  it, 
they  would  have  becm  lifted  by  the  gradual  advance  of  our 
public  credit  to  par  in  gold,  leaving  the  ([Uestion  of  con- 
traction to  deix?n(l  u|X)n  the  amount  of  notes  needed  for 
currency."  ^ 

The  interest-bearing  notes  during  the  year  ceased  to 
circulate.  As  they  were  a  legal  tender,  they  could  Ijc  used  as 
a  lawful  reserve  for  the  banks,  and  were  thus  used  from  the 
beginning,  crowding  a  similar  amount  of  legal-tender  notes 
into  circulation.  As  the  banks  took  out  more  and  more 
circulation,  and  increased  their  deposits,  they  were  obliged  to 
hold  a  large  amount  of  legal-tender  notes  as  a  reserve,  Avhich 
had  quite  the  same  effect  as  would  the  keeping  of  them  in  the 
vaults  of  the  treasury.   They  also  held  a  large  amount  of  com- 

^  Speech  in  Senate,  Jan.  16,  IS74.    Speeches,  p.  419. 
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pouud-iiiterest  notes  which  would  soon  mature.  To  proWde 
for  their  jwynient  the  issue  of  §50,000,000  of  three-per-oent 
certificate:*  was  authorized,  i>ayable  on  demand  in  lawful 
money.*  Although  the  reduction  of  the  legal-tender  notes 
continued  during  the  year,  so  far  as  the  new  certificates  dis- 
placed notes  which  had  been  kept  as  a  reser\-e  there  was  no 
diminution  in  the  quantit}'  of  circulation.  The  aggregate 
amount  of  interest-lxiaring  notes  decreased  rapidly. 

The  secretar}'  continued  to  reiluce  the  l^:al-tender  notes, 
though  not  with  regularity.  When  Congress  convened  in 
December,  1868,  a  considerable  stringency  existed  in  the 
money  market.  The  price  of  commodities  had  declined,  and 
opixxsition  to   further  contraction  was  loud    and  generaL' 

1  March  2,  18G7. 

'  Mr.  McC'uIUx'h  wrote,  in  August,  1875 :  "  Everr  business  man  knows 
that  thi-re  uix*  Hcutions  of  the  year  in  which  large  curtailment  of  a  redundant 
curri>ncy  can  he  made  wltliout  tii>turbing  the  business  of  the  countr}',  while 
at  other  Si'usons  Kinall  curtailments  may  produce  injurious  effects.  I  griye 
it  «H  my  mature  juilp;ment  that  if  the  secretary  liad  been  unrestricted  in 
ri'ganl  to  the  time  an<l  amount  of  tlie  withdrawal  of  the  legal-tender  notes 
from  cirt'ulatioii,  ami  the  publication  of  the  monthly  reports  had  been 
(liscontinueij,  a  hundred  inilliims  of  the:«c  notes  might  have  been  retired 
ill  tlie  coun>i'  of  a  y<'ar,  without  llie  jKople  Wing  the  wiser  for  it  or  business 
Ih'inix  <lenmgcd  by  it."  He  then  rclatetl  the  following  incident :  **  During  a 
temiM»rary  stringency  in  Wall  stn»et,  the  sub-treasurer  in  New  York,  Mr. 
Van  I>yck,  expresse*!  his  apprehensions  that  if  the  next  monthly  statement 
Hliowetl  that  the  usual  curtailment  had  been  made  a  panic  would  occur. 
I)eemlm(  it  wi>e  to  give  hei-d  to  the  warning  he  sent  for  General  Spinner, 
t  be  l^  S.  tn.»asiirer,  and  siiid :  *  Clcneral,  our  friends  in  New  York  advise  me 
that  then*  will  l>e  a  panic  in  "Wall  street  if  your  next  statement  shows  that 
the  usual  monthly  curtailment  has  been  made.  You  have  the  four  miUions 
for  cancellation  on  hand,  and  have  no  occasion  to  use  them.  The  hiw  only 
authorizes  their  cancellation ;  it  does  not  require  it.  Let  them  remain 
where  they  are,  so  that  your  statement  will  show  them  to  be  cash  on  hand, 
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Secretary  McCuUoch  evidently  feared  that  his  policy  was 
about  to  be  overthrown.  He  had  hoped  at  one  time  that 
Congress  would  fix  that  year  for  resuming  specie  payments ; 
the  event  was  not  to  come  in  his  administration. 

HJH  report  contained  his  last  great  argument  for  an  honest 
money  and  for  keeping  the  public  faith.  The  opposition  to 
contraction  made  a  decisive  impression  on  Congress^  and  in 
February  of  the  next  year  the  secretary's  authority  to  retire 
legal-tender  notes  was  suspended.  The  amount  in  circulation 
was  $356,000,000.  At  the  close  of  that  fiscal  year  only 
$28,000,000  of  compound-interest  notes  remained  unpaid; 
the  amount  of  three-per-cent  certificates,  however,  had  been 
increased  to  $75,000,000.' 

The  bill  to  suspend  the  retiring  of  the  legal-tender  notes 
was  reported  to  the  House  by  Mr.  Schenck,  chairman  of  the 
Committee  of  Ways  and  Means,  on  the  5th  day  of  December,* 
and  was  recommitted.  Two  days  afterward  it  was  reported 
back  with  the  unanimous  approval  of  the  committee,  who 
demanded  the  previous  question  on  the  passage  of  the  bill. 
No  debate  was  jxjrmitted.  Mr.  Grarfield  told  the  cliairman 
if  he  would  allow  "  four  hours  for  the  discassion  of  this  great 
financial  question,"  those  opix)sed  to  the  bill  would  be  content. 
The  opponents  of  the  bill  tried  to  offer  an  amendment  limiting 
the  time  for  suspending  contraction  until  the  1st  of  May,  but 

and  not  notes  withdrawn  from  circulation/  This  course  was  pursued,  and 
although  the  four  millions  had  been  actually  retired  and  were  never  to  see 
daylight  again,  except  to  be  counted  and  burned,  the  report  at  the  end  of 
the  month  indicated  that  the  depleting  hand  of  the  secretary  had  been 
stayed.  Wall  street  was  at  once  in  good  humor  again,  and  the  operators 
for  a  rise  were  reliered." — N.  T,  Tribune, 

>  July  26, 1868.  >  1867. 
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Mr.  firrhrmck  would  not  give  wav  for  amendments.  No 
opiKirtunity,  therefore,  was  given,  either  for  debate  or  for 
amendment,  and  so  the  hill  immediately  passed  bv  a  vote  of 
one  hiindre^I  and  twenty-seven  to  thirty-two,  twenty-eight  not 
voting. 

In  the  Senate  the  bill  was  debated  at  some  length,  though 
]t8  [laHHage  was  certain  from  the  first.  Only  four  voted  against 
it.*  Mr.  Sherman  vrssi  the  chief  supporter  of  the  bilL  The 
secretary  harl  not  redeemed  any  notes  for  a  considerable  period, 
and  harl  announced  that  he  should  not  continue  the  policy 
of  contraction  so  long  as  the  business  of  the  country  remained 
in  its  pn^sent  condition.  There  was  no  need  of  passing  the 
bill ;  nevertheless,  Mr.  Sherman  favored  it  becaase  the  public 
wouM  l)e  assured  that  no  further  contraction  could  take  place. 
From  all  parts  of  the  country  complaints  were  heard  of  de- 
prc'ssion  and  paralysLs  in  business,  and  many  of  those  who 
suffljn.'d  were  certain  that  contraction  of  the  currency  was 
thfr  (siuse.  Without  (xnisidering  the  rescr\'e  held  by  the  banks, 
the  currency  liad  been  cvjntracted  ?142,439,958. 

On  the  'MhI  of  Miirch,  1806,  the  amount  of  outstanding  legal- 

U'wU-r  nnU-H  w}LH $422,424,007 

Otui-  niu\  two-ywirs'  treuHury- notes         ..'...  11,397,870 

Thri;«;-y cars'  <;oiMjK)iin<l-intcrerjt  treasury-notes      .        .        .  179,001,301 

Old  di'riiaiid-iuitoH           ........  325,245 

FnMtioMJil  currency 28,068,952 

National  hank  circulation 248,880,000 

KL'ite  hank  circulation    .•••••••  32^800,865 

The  toUil  amount |922»898,241 

Tiie  amount  of  hank  reHcrve  held 193,543,649 

Total  in  circulation $729,354,592 


*  Act,  Feb.  3, 1868,  40  Cong^  second  sesBion,  chap  5. 
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On  the  3l8t  of  December,  1868,  the  amount  of  legal-tender 

notes  outstanding  wafl $356,000,000 

Three-yeais'  oompound-interest  notes 94,093,830 

Old  demand-notes 159,127 

Fractional  currency 31,735,783 

National  bank  circulation,  Jan.  6          •        •        •        •        .  294,377,390 

State  bank  circulation            4,092,153 

The  total  amount $780,458,283 

Bank  reserve 167,960,366 

Total  in  circulation $612,497,917 

To  what  extent  the  payment  or  conversion  of  the  five-per- 
cent treasury-notes,  which  were  due  in  December,  1865,  and 
the  compound-interest  and  7.3  treasury-notes,  which  were  due 
two  and  three  years  later,  and  aggregated  in  amount  $1,035,- 
548,042,  contracted  the  circulating  medium  is  an  unsettled 
question.^  When  Mr.  Morrill,  in  1866,  included  $154,926,910 
of  compound-interest  notes  in  "  the  amount  of  circulating 
currency,"  Mr.  McCulloch  criticised  him,  saying,  that  if  he 
intended  to  convey  a  true  idea  of  the  amount  of  paper  cur- 
rency really  in  circulation,  and  which  directly  operated  to 
cause  high  prices,  he  made  a  serious  mistake  in  including  com- 
pound-interest notes  as  forming  part  of  the  circulating  me- 
dium. Five-twenties  and  Erie  stock  might  as  justly  have  been 
included.  Neither  affected  the  volume  of  currency  less  than 
did  the  compounds,  the  price  of  which  ranged  above  one  per 
cent  premium  with  the  accrued  interest.  They  were  sought 
for  investment,  and  there  was  probably  not  a  single  note  that 
was  then  used  as  currency.  Several  years  afterward,  Mr. 
McCulloch  wrote,  "  It  is  undoubtedly  true  that  all  these  tem- 
porary securities,  when  first  issued,  did,  to  some  extent,  swell 

^Besnmption  of  Specie  Payments,  Mis.  Doc.,  45  Cong.,  second  seesion; 
l^ewB  beibze  Com.  on  Banking  and  Currency,  1874. 
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tlu'  Volume  of  <nirren(;y,  but  this  was  when  enormous  sums 
wcn^  rccjuii'LHl  lor  the  payment  of  soldiers  and  other  creditor 
«if  I  In;  government.  The  fa(?t  that  all  of  them  were  paid,  or 
fiiiidcd,  at  or  l)efore  maturity,  without  any  complaints  of  eon- 
trartiou,  proves  eonehisively  tliat  whatever  purposes  they  may 
havi'  Hul)survt*d  in  1804,  and  the  early  part  of  1865,  they  were 
h(i  ht^ld,  loug  Ix^fore  they  were  retired,  that  their  payment  or 
ronv(!rsion  into  l>onds  in  no  manner  affected  the  money 
market."  * 

In  1H70'-  the  banks  were  authorized  to  increase  their  circu- 
hiliiMi  to  tlie  amount  of  iifly-four  millions.  As,  however,  an 
(«tiuival(*nt  amount  of  the  temi)orar}'  loan  certificates  were  to 
\h'  ntdti'iui-d,  the  road  to  siKine  payment  was  not  changed  by 
ihal  cvtuit.  In  <  )rtolH;r  of  that  year,  Mr.  Boutwell,  who  had 
r.m-4it(l<Ml  Mr.  M<r('ullo(h  at  tlie  oiu^ning  of  President  Grant's 
luhiiiiiiMrnlinn,  is.su('<l  §l,r)O(),00()  h'<^al-tender  notes  to  relieve 
.1  ^hih^t'iiry  in  Wall  .strrrt.  He  was  silent  on  the  subject  in 
III.-,  auhuiil  rrpt>rt.  Ot I u*rs,  though,  were  not,  and  his  course 
\\;i>  itui  miirrally  approvisl.  The  jramblei's  in  Wall  street, 
wli.i  wkw  n-lirvinl  by  the  unexptH'ttnl  supply  of  money,  were 
dilliilittML  whili'  tlu'  iniurinl  weiv  sluH'kiHl  bv  Mr.  Boutwell's 
wihluii.  A  K»Ui;'  obM'rvamv  of  the  hiijjh  moral  code  by 
whith  tluv  hail  ii^udurunl  their  unlawful  business  had  ren- 
»U  ivd  iluiii  viTv  MMisitive  to  t'verv  kind  of  iniblie  interference 
wliii  ii.  riii^  o*\\i«»iont>l  no  surprise,  tor  in  all  ages  and 
i.MiuUK'>  rriiuinnis  have  di^likinl  law  and  halters.  On  either 
■  i  ilu.-i-  two  fla>M'*.,  ihen'tore,  theiv  was  not  the  slightest 
ii.t  i'U  lor  \\a>tin^  >\mpa(hy,  and  it  wius  a  new  and  humiliat- 

.M.-   ^kiirtarlr  t'ur  liw*  ^t^n^tarv  o(  the  ti\*:isurv  in  his  official 

I  • 

'   V.I    lull   1'    lli\iiik<    -i«s\tiiil  MHsion,  ohAp.  .52. 
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capacity  to  go  to  the  relief  of  a  party  of  gamblers.  This  was 
bad  enough,  but  not  the  worst.  The  people  Ix^n  to  realize 
clearly  what  a  dangerous  thing  was  a  national  currency,  if  the 
head  of  the  treasury  department  had  any  authority  or  control 
over  the  expansion  or  contraction  of  it.  Congress,  however, 
took  no  decisive  action  about  the  matter.  The  next  year 
Mr.  Boutwell  Issued  a  larger  amount,  $4,637,256.  The  fire 
of  public  disapproval  on  him  then  was  so  well  directed  that  he 
returned  $3,481,541,  and  his  successor  speedily  retired  the 
remainder.  Mr.  Boutwell,  having  been  elected  to  the  Senate, 
was  succeeded  *  by  the  first  assistant  secretarj'  of  the  treasury, 
Mr.  Ricliardsou,  also  of  Massachusetts.  Hardly  had  Mr. 
Boutwell  retired  when  a  financial  cyclone  struck  the  country.* 
Prices  suddenly  went  down,  great  houses  fiiiled.  Wall  street 
raged  like  a  maelstrom.  The  new  secretary  \vas  besought  to 
come  to  the  rescue.  He  did  so,  issuing  more  legal-tender  notes 
in  payment  of  bonds  purchased.'  In  his  rejwrt  he  defended 
himself  for  issuing  them  on  the  ground  that  "  Congress  had 
authorized  during  the  war  the  issue  of  $400,000,(XK),  Ixjside 
$50,000,000  if  needful,  to  pay  the  banks  and  others  who 
had  temporarily  deposited  money  with  the  government,  and 
that  although  the  currency  had  lx?en  contmcted  under  the  law 
of  March,  1866,  to  $346,000,000,  yet  the  law  authorizing  the 
issue  of  the  maximum  of  $400,000,000,  had  never  been  re- 
pealed." In  view  of  the  uncertainty  which  existed  in  public 
sentiment  about  the  right  of  the  secretary  of  the  treasury  to 

» March  17, 1873. 

'  See  Horace  White's  account  of  the  panic,  26  Fortniglitly  Rev.,  p.  810. 

'  He  tel^raphed  to  the  President,  Sept.  24,  "If  you  concur,  I  would  limit 
the  amount  to  about  $12,000,000.  I  do  not  think  it  is  well  to  undertake  to 
famish  from  the  treasury  all  the  money  that  frenzied  people  may  call  for." 
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L^urr  l"aiittl-States  notes  in  excess  of  the  minimum  of  $356,- 
»;•  »-'.•  *.«).■  he  recummended  Congress  to  settle  the  question  by 
i  iL-:init  enactment.  "  Until  tliat  Ls  done,"  he  said,  "when- 
•:.-r  :!!».Te  is  a  stringency  in  the  money  market  there  will 
rjiiiiut'  to  Ix?  a  pressure  upon  the  trea-^ury  dej)artment,  by 
wIjm  favor  a  policy  of  expansion,  to  increase  the  issue 
*jt  !iijt»>  lo  the  maximum,  by  the  purehasc  of  bonds  or  other- 
^  i^' ;  while,  on  the  other  liand,  those  who  conceive  that  the 
j.iifilic  iiitfix-sts  will  l)e  better  ser\-eil  thereby  will  bring  equal 
j^rt-jiupi-  lo  keep  the  Issue  down  to  a  minimum."  In  his 
'l^iiiioii  it  was  unwii^  to  require  the  amount  in  actual  cireula- 
lioii  !•!  U.-  alK»ve  the  present  minimum.- 

i  nii^tLrvr  a<*teil.  Ou  the  23il  of  ^[areh,  the  House  voted 
.11  ihf'tr  prnH>ltions.  The  first  rixt\l  the  amoimt  of  the 
I-:-il-?'-L'l'.-r  !i-tes  at  ?:>50j»X'XX\  whidi  was  voted  down  bv 
a   Is: J:   £ii.i:'»ritv,  and  bv  a  marlv  similar  vote  the  second 

.  «  •  • 

j.i  ;y.--'i:i.  v/l.i'-h  Hxol  tlu'  amount  at  ?:v>i!.»»)jX>0.  the 
.i..i  *:*:  tli'ii  •..it-nmdiiiir.  Mr.  l\i*.li:n>ls'.'U  having  incre:ised 
;..  liii-.  .!i:  .S-''.'".'*'.0"»«'.  T!io  liiini  pn'Tytsition  pre\-ailed, 
..  .    .'.  :'.\'A  rhv  ain-'ir-ir  at  •:?4'*\'">'.-  •>\     T::e  act:«.*n  of  the 

.  -     :.':-:.     T : . ■  : :i :::i: :•: :: i < s  a:^:o: v v:^l  aiv.t  : h;s<:  ^vho  fiivored 
.   >  ...  .'.    i    t  ..  :.::::.,..l  his  cv-irs*..     T":.c  o.  uv.tn.-  w-is  Izx  the 

.-: .;.. .  '.t':  :  '.A.     rV:-.rs  ^v-rt  in  :liv  r  .  :'  sccrrlz:^  w 
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traction  and  of  issuing  more  money/  believing  that  such  a 
policy  would  result  in  advancing  prices  and  in  lessening  their 
burden.  Xor  were  they  mistaken.  When  it  is  remembered 
how  heavy  their  burden  was,  and  how  it  constantly  increased 
after  the  panic  of  1873  for  six  anxious  years,  should  any  one 
wonder  why  the  way  toward  specie  payments  was  traveled  so 
slowly  ? 

Remembering  these  things,  it  is  easy  to  explain  why 
such  a  strong  feeling  existed  in  Congress  against  contraction, 
— which  fairly  reflected  opinion  outside, — ^and  why,  having  a 
strong  belief  in  the  magical  i)ower  of  paper  money  to  restore 
prosperity,  a  mighty  effort  was  made  to  increase  the  volume  of 
money.  Many  of  the  members  of  Congress  were  business 
men,  and  some  of  them  were  embarrassed,  or  feared  that  they 
or  the  concerns  in  which  they  were  interested  would  be.  They 
wanted  more  money,  confident  that  it  would  relieve  the  press- 
ure. It  is  not  our  purpose  to  find  out  whether  they  were 
right  or  wrong ;  they  strongly  entertained  their  opinions  and 
were  daily  receiving  letters  from  their  constituents,  and  others 
from  all  parts  of  the  country,  bogging  for  a  further  issue  of 
money.  They  had  a  vivid  rc<H)llcetion  of  tlie  good  times  during 
the  war,  when  money  had  innumcnil)le  wings,  and  they  were 
sanguine  that  an  increaise  would  jmnluce  an  exhilarating  effect. 
Had  not  the  issue  of  a  few  millions  of  trejisury-notcs  by  the 
secretary  of  the  treasmy  a  short  time  l)efore  stayed  or  assuaged 
the  panic?  Mast  of  this  confidence  sprang  from  the  debtor 
and  depressed  classes,  who  wanted  more  money  not  with  so 
much  hope  of  making  fortunes,  as  of  extriwiting  themselves 
from  embarrassment  and  im|wnding  bankruptoj-.  Whether 
contraction  was  the  untoward  cause  of  blighting  their  fortunes 

^  See  House  Report,  No.  32S,  43  Cong.,  second  session. 
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or  not,  they  could  clearly  enough  see  how  much  more  likely 
thev  were  to  extricate  themselves  from  the  meshes  of  their 
indebtedness  by  selling  their  products  at  an  advance,  than  at 
the  existing  or  lower  prices.  Such  was  the  basis  of  the  move- 
ment to  expand  the  currency  during  the  session  of  1873  and 
1874,  the  first  formal  expression  of  which  was  the  passage  of 
the  bill  by  the  Hoase  fixing  the  amount  of  legal-tender  notes 
at  $400,000,000. 

The  subject  was  introduced  into  the  Senate  by  Mr.  Wright, 
of  Iowa,  whose  bill  was  referred  to  the  Finance  Committee,  and 
who  reported  a  substitute  which,  among  other  things,  fixed  the 
amount  of  legal-tender  notes  at  $382,000,000.  This  was  de- 
bated at  great  length ;  meanwhile,  the  Committee  on  Banking 
and  Currency  had  reported  a  bill  to  the  Hoase  which  provided 
for  free  banking.  The  two  houses  now  engaged  in  an  elabor- 
ate discussion  of  the  currency,  plougliing  and  cross-ploughing 
the  ground  in  ever}'^  direction.  Hardly  a  fresh  thought  was 
turned  in  this  long  and  humiliating  debate,  but  the  general 
interest  in  the  subject  was  extraordinary.  It  was  believed  by 
many  that  Congress  could  speedily  end  the  depression  by  ap- 
plying the  true  remedy ;  moreover,  these  believers  knew  what 
it  was  and  offered  it  without  price.  Had  all  of  them  offered 
the  same  remedy,  Congress  and  the  country  might  have  had 
more  confidence  in  it ;  in  truth,  the  numlxT  of  remedies  offered 
was  truly  marvelous ;  the  financier  suddenly  api)eared  every- 
where, and,  maturing  his  plan  for  curing  the  existing  ills  at  a 
single  sitting,  forthwith  sent  it  to  Wa^^hington,  with  the 
request  to  a  memlxjr  to  introduce  it  into  Congress.  Of  course, 
the  request  was  heeiled.  We  must  give  space  for  the  briefest 
mention  of  them,  if  no  more.  They  were  to  establish  a  uni- 
form and  elastic  currency,  and  to  reduce  the  interest  on  the 
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public  debt ;  to  prohibit  banks  from  receiving  or  paying  inter- 
est on  current  deposits ;  to  improve  the  currency  and  reduce 
the  interest  on  the  debt;  to  authorize  free  banking  with  prac- 
tical redemption ;  to  authorize  the  secretary  of  the  treasury  to 
loan  United-States  notes  on  government  bonds.  Representa- 
tive Randall  introduced  four  bills  relating  to  the  payment  of 
interest  on  deposits  of  money  with  national  banks,  certifying 
checks  and  other  matters  ;  Greneral  Butler  to  make  the  volume 
of  currency  self-adjusting  according  to  the  wants  of  the  people ; 
and  Mr.  Clark,  of  New  York,  a  bill  to  provide  a  currency 
of  coin  and  paper  of  equal  and  uniform  value  throughout 
the  United  States.  Other  bills  were  for  allowing  banks  to 
circulate  notes  equal  in  amount  to  bonds,  and  to  substitute 
for  their  present  reserves  3.65  currency  bonds;  to  give 
flexibility  to  the  currency  without  inflation,  and  to  legalize  a 
reserve  of  $44,000,000  and  render  the  same  available  for  the 
relief  of  extraordinary  financial  pressures ;  to  establish  free 
banking  ;  to  fix  the  maximum  of  United-States  notes  and  to 
provide  for  their  rcilemption  ;  for  frcHj  banking  and  the  re- 
sumption of  specie  j)aymeuts  ;  to  increase  the  issue  of  national 
bank-notes  and  provide  for  the  ultimate  resumption  of  specie 
payments ;  to  facilitate  the  resumption  of  s]KK?ie  payments  and 
prevent  fluctuation  in  the  value  of  Unitwl-States  notes ;  to 
authorize  the  collection  of  twenty  per  cent  of  the  duties  on 
imports  in  legal-tender  notes ;  to  establish  free  banking,  reduce 
the  interest  on  the  l>onded  indebtedness  of  the  Uniteil  States, 
and  to  retire  legal-tender  notes  ;  to  provide  for  the  redemption 
of  the  three-per-cent  temporary  loan-certificates,  and  increase 
the  national  bank-notes ;  to  amend  the  Act  providing  for  a 
national  currency,  establish  free  banking  and  other  purposes ; 
to  authorize  the  issue  of  United-States  bonds  in  exchange  for 
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legal  tenders ;  to  provide  for  free  banking  and  the  better 
MX'urity  of  depositors,  to  hinder  usur}-  and  give  elasticity  to 
the  cuiTcnc)',  preserve  its  value  to  the  ixH>ple,  and  to  prevent 
linanc'ial  ininics  by  locking  up  the  currency  ;  to  strengthen  the 
national  Umks  and  give  elasticity  to  the  currency  ;  to  issue  to 
national  Iwnks  cunvncy  ef^ual  to  ninety  ]>er  cent  of  the  market 
vahic  of  I'uitcil-States  bonds ;  to  provide  §25,000,000  of 
additional  bank  cin'ulation  in  States  having  less  tlian  their 
pn»portion;  to  repeal  the  Act  of  1869,  entitled  an  Act  to 
strengthen  the  public  credit;  to  provide  a  free  banking  law; 
to  provide  a  general  Ixinking  law ;  also,  for  the  interchange  of 
goverunicnt-bonds  and  national  currency,  and  tlie  redemption 
of  it  in  (H)ins  and  interest-bearing  notes ;  to  repeal  all  laws 
authorizing  l)anking  associations ;  to  substitute  United-States 
for  national  bank-notes.  Representatives  Cox  and  Pierce 
introductxl  bills  relating  to  the  resumption  of  sfXicic  payments, 
and  other  plans  were  enilxxiied  in  bills  and  resolutions  intro« 
iliiced,  lx)side  those  mentioned.  Over  sixty  different  proposi- 
tions, either  in  the  form  of  bills  or  ])etitions,  were  sent  to  the 
Senate  Finance  ( 'ommiiteo  jx'rtaining  to  the  currency. 

The  Senate  linished  their  discussion  fii^st,  amended  their 
1)111  by  ineivjising  the  amount  of  legal-tender  notes  to  §400,- 
0<.)(),()00,  and  authori/CHl  an  additional  issue  of  §46,000,000  of 
banlv-noti's,  which  were  to  be  distributed  to  banks  in  the  South 
and  West.  All  the  banks,  however,  were  recjuired  to  keep  as 
a  part  of  their  lawful  reserve  oue-fouilh  ])art  of  the  coin  re- 
erived  from  the  government  for  interest  on  bonds,  nor  could 
any  bank  keep  more  tlian  one-fourth  part  of  its  reserve  in  the 
banks  of  the  ivserve  cities,  where  the  entire  amount  had  been 
usually  kept  at  a  low  mte  of  interest.^  Whether  inflation  or  oon- 
*  It  passed  llic  IIoiwc  April  14,  aiid  was  vetoed  April  22. 
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traction  would  result  from  this  measure  could  not  be  pre- 
dicted with  confidence.  The  President  clearly  perceived  the 
true  nature  of  the  bill  and  returned  it  to  the  Senate  with  a 
veto,  saying,  among  other  things,  that  it  was  practically  a  ques- 
tion whether  the  measure  would  give  an  additional  dollar  to 
the  irredeemable  paper  currency  of  the  country  or  not,  and 
whether,  by  requiring  three-fourths  of  the  reserves  to  be  re- 
tained by  the  banks,  and  prohibiting  interest  to  be  received 
on  the  balance,  it  might  not  prove  a  contraction.  The  fact 
could  not  be  concealed  that,  theoretically,  the  bill  increased 
the  paper  circulation  $100,000,000,  leas  only  the  amount  of 
reserves  restrained  from  circulation  by  the  provision  of  the 
second  section.  The  measure  had  been  supported  on  the 
theory  that  it  would  give  increased  circulation.  It  was  a  fair 
inference,  therefore,  that,  if  in  practice,  the  measure  should 
fail  to  create  the  abundance  of  circulation  expected  of  it,  the 
fidends  of  the  measure,  particularly  those  out  of  Congress, 
would  clamor  for  such  inflation  as  would  give  the  expected 
relief.  The  President  then  said,  with  the  bluntness  of  honesty, 
"  The  theory  in  my  belief  is  a  departure  from  the  true  princi- 
ples of  finance,  national  interest,  national  obligations  to  cred- 
itors, congressional  promises,  party  pledges, — on  the  part  of 
both  political  parties, — and  of  personal  views  and  promises 
made  by  me  in  every  annual  message  sent  to  Congress  and  in 
each  inaugural  address." 

The  veto  of  the  President  was  hailed  with  delight  by  all 
who  were  opposed  to  inflation.  It  will  ever  be  r^arded  as 
one  of  the  crowning  glories  in  President  Grant's  civil  career. 
It  broke  the  back  of  the  inflationists.  The  President  at  that 
moment  was  at  the  parting  of  the  ways  and  turned  the  gov- 
ernment into  the  safe  one.    The  battle  was  the  hardest  ever 

19 
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fought  in  Congress  by  the  inflationists,  and  they  were  defeated 
by  him  who  had  won  so  many  victories  for  the  Union  in  the 
fleld.  To  that  long  and  splendid  list  the  President  added  a 
civil  victory,  tlie  good  effects  of  which  were  unspeakably 
great.^ 

The  House  then  passed  their  bill  providing  for  free  bank- 
ing and  sent  it  to  the  Senate.  The  bill  was  briefly  discussed; 
for,  by  that  time,  all  had  said  and  heard  enough.  It  was 
amended,  the  free-banking  feature  was  eliminated,  $55,000- 
000  of  currency  were  to  be  withdrawn  from  the  Eastern 
banks  for  the  use  of  those  in  the  South,  West,  and  Territories, 
and  the  amount  of  legal -tender  notes  was  fixed  at  $382,000,- 
000.  This  bill  received  the  approval  of  the  President* 
It  merely  prescribed  a  more  uniform  distribution  of  the  bank 
circulation. 

Early  the  next  session  an  effort  was  made  to  secure  harmo- 
nious jMirty  action  on  this  subject  among  the  Republicans.  A 
congressional  caucus  was  held,  and  a  committee  were  appointed 
who  iKTfectal  a  bill  which,  though  pleasing  nolxnly,  was  the 

*  The  Nation  said :  "  The  dilFiciilties  surrounding  General  Grant  in  the 
present  instance  were  far  greater  and  more  serious  than  in  ordinaiy  times 
— }v»  serious  tliat  it  was  not  for  a  moment  supposed,  ten  days  ago,  by  ninety- 
nine  iKTsons  out  of  a  hundretl.  that  he  would  not  sign  the  bill.  He  was  in 
the  (liflioult  position  of  a  President  who  had  gained  power  and  considera- 
tion through  the  support  of  men  who  were  his  inferiors  in  many  solid 
moral  and  intellectual  qualities,  who  must  remain  in  office,  and  who  must 
also,  during  those  years,  have  supjwrt  from  some  quarter  in  order  to  carry 
on  the  administration  at  all.  ...  lie  declines  to  sign  it  because  it  is  de- 
signed as  an  inflation  measure,  because  he  has  always  been  opposed  to  irre- 
deemable paper  money ;  and  becau!?e  the  party  which  elected  him  President 
has  over  and  over  again  declared  itself  in  favor  of  a  speedy  return  to  % 
currency  based  on  gold." — April  30,  1874. 

•  Act,  June  20, 1874,  43  Cong.,  fii'-t  session,  chap.  343. 
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best  that  oould  be  framed  with  the  prospect  of  safely  rcmniug 
the  inflation  gauntlet.  Mr.  Sherman  introduced  the  bill  into 
the  Senate,  which  was  truly  of  curious  and  wonderfiil  work- 
manship. If  no  other  part  of  our  financial  experience  was 
original,  this  certainly  was. 

When  introduced,  gold  commanded  a  premium  of  twelve 
per  cent.  On  the  22d  of  December,  Mr.  Sherman  discassed 
the  measure  briefly,  others  participated,  and  on  the  same  day 
the  bill  passed,  all  the  Republican  senators  voting  for  it,  except 
Mr.  Schurz, — the  Democrats  opposing  it.  Mr.  Schurz  insisted 
that  positive  provision  should  be  made  in  the  bill  for  retiring 
the  notes  after  redemption,  which  had  been  necessarily  omit- 
ted to  secure  the  support  of  Senator  Morton  and  others,  who 
had  not  much  faith  in  the  success  of  any  scheme  for  redemp- 
tion at  an  early  and  definite  period.  The  bill  flitted  through 
the  House  on  the  wings  of  the  previous  question  and  became 
a  law. 

The  Act  was  entitled  "An  Act  to  provide  for  the  resump- 
tion of  specie  payments."  *  Many  questioned  whether  it  would 
prove  efiective.  The  first  section  provided  for  the  redemption 
of  the  fractional  currency.  Silver  coins  of  ten,  twenty-five 
and  fifty  cent  denomination  were  to  be  coined  and  issued 
through  the  sub-treasuries,  post-offices,  etc.,  in  exchange  for 
an  equal  amount  of  fractional  currency,  until  the  redemption 
of  it  should  be  completed.  To  this  section  the  criticism  was 
made  that  as  silver  was  at  a  considerable  premium  compared 
with  the  fractional  currency  it  would  not  circulate.  Con- 
sequently, "  the  more  put  in  circulation,  the  less  there  would 
be  of  small  change,  because  the  silver  would  disappear,  while 
the  firaotional  paper,  to  the  same  extent,  would  have  been  with- 

'  Act,  Jan.  14, 1879,  43  Cong.,  second  session,  chap.  15. 
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drawn."  The  second  section  provided  for  the  abolition  of 
seigniorage  and  for  coining  silver.  The  third  section  removed 
the  restriction  on  the  amount  of  bank-notes,  and  further  pro- 
vided that  the  secretary  of  the  treasury  should  retire  eighty 
dollars  of  legal-tender  notes  for  one  hundred  dollars  of  those 
issued  by  the  Ixmks.  He  was  directed  to  do  this  until  the 
amount  of  legal  tenders  should  be  reduced  to  $300,000,000; 
in  other  words,  he  should  retire  $82,000,000  of  legal-tender 
notes  if  §102,500,000  of  bank-notes  were  issued.  Of  course, 
the  national  treasury  would  lose  the  interest  on  the  legal- 
tender  notes  retired,  and  the  national  Ixmks  would  increase 
their  circulation,  taxation  would  be  increased,  and  how  the 
treasury  could  be  enabled  to  begin  specie  payments  was  not 
clear  to  many.  Was  not  this  expansion  ?  It  was  the  sub- 
stitution of  a  larger  amount  of  national  bank  circulation  for  the 
other.  The  law  contained  another  singular  feature.  The 
Ic^l-tender  notes  were  to  be  called  into  the  treasury,  yet  the 
Act  was  silent  about  re-issuing  or  destroying  them.  Mr.  Sher- 
man \vt\s  asked  bv  Mr.  Miurz  several  times  whether  the 
secrotiir}'  would  have  authority  under  the  bill  to  re-issue  these 
notes.     He  replied,  tliat  the  question  must  be  left  unsettled. 

The  next  section  of  the  bill  fixed  on  the  1st  of  January, 
1879,  for  resuming  specie  payments,  and  in  order  to  do  this 
the  secretary  of  the  treasur}'  could  "  use  the  surjJus  revenue 
in  the  treasury  not  otlierwisc  appropriated,  and  issue  such 
United-States  bonds  as  had  l)een  previously  authorized  to  the 
extent  necessary  for  the  purpose." 

The  measure  liad  many  friends  and  opponents.  It  was 
clear  as  noon-day  that  resumption  could  be  defeated  by  it  if 
the  head  of  tlie  treasurj'  department  who  should  adminuster 
the  law  during  the  next  four  years  were  so  inclined.    Anyhow, 
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specie  payments  were  delayed  four  years  with  no  little  uncer- 
tainty concerning  the  action  of  the  secretary  of  the  treasury 
at  the  end  of  that  time.  Said  a  very  competent  financial 
critic/  "  What  of  specie  resumption  do  we  find  in  the  entire 
Act  ?  What  preparation  does  it  make  for  securing  the  object? 
Certainly  none  at  all.  Yet  the  authors  of  the  measure  would 
have  us  believe  that  the  Act  provides  for  the  resumption  of 
specie  payments.  For  what  does  it  actually  provide  ?  Why, 
that  the  banks  may  indefinitely  expand  their  issues;  that 
eighty-two  millions  of  the  legal-tender  circulation  of  which 
the  treasury  now  has  the  advantage  may  be  transferred  to  the 
national  banks  to  increase  their  already  abundant  dividends ; 
that  the  surplus  gold  of  the  treasury,  instead  of  being  used  as 
it  accumulated,  shall  be  reserved  until  1879;  that  the  secre- 
tary  may  then  issue  all  the  bonds  necessary  to  redeem  the 
balance  of  the  greenback  circulation." 

Such  was  the  Act  and  criticism  thereon.  Let  us  next  inquire 
what  happened.  And,  first,  we  may  mention  that  those  who 
were  in  favor  of  resumption,  and  who  had  no  faith  in  the  Act, 
or  whose  faith  was  weak,  sought  to  strengthen  the  measure. 
Mr.  Bristow  was  now  secretary  of  the  treasury,  having  succeeded 
Mr.  Richardson.  After  declaring  that  the  legal-tender  laws 
were  *'an  artificial  barrier  to  the  use  of  gold  and  silver, 
tending  not  only  to  prevent  the  flow  of  gold  towards  this 
country,  but  promoting  the  shipment  abroad  of  our  own 
production  of  the  precious  metal,"  he  recommended  that 
"  Congress  should  abolish  the  legal-tender  quality  of  the 
notes  as  to  all  contracts  made  and  liabilities  arising  after  a 
fixed  day."'  'The  day  mentioned  was  the  Ist  of  January, 

^  Amasa  Walker,  2  International  Kev^  p.  272. 
*  Ann.  Treas.  Bcports,  1S74, 1S75. 
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1877.^  "Such  an  Act  would  not  affect  injurioasly  either 
debtors  or  creditors,  but  would  remove  a  present  obstruction 
to  the  retention  of  our  gold  and  silver  production,  and  create 
a  demand  for  the  return  of  gold  now  abroad,  thus  promotuig 
final  resumption  by  preparing  the  country  for  it."  To  further 
the  purpose  of  the  law,  he  recommended  that  authority  be 
given  to  fund  legal-tender  notes  into  bonds  bearing  a  low  rate 
of  interest,  and  to  guard  against  all  danger  of  too  sudden  con- 
traction of  the  currency,  the  amount  that  might  be  reduced 
and  cancelled  could  be  fixed  at  two  millions  a  month.  Con- 
gress did  nothing. 

The  attitude  of  the  Democratic  party  at  this  time  was  sadly 
interesting.  They  had  opposed  the  issue  of  l^al-tcnder  notes 
in  war  time,  but  were  in  favor  of  issuing  them  in  time  of 
jieace.  It  is  true  the  constitutional  objection  to  issuing  them, 
which  was  strongly  urged  by  Democrats  for  several  years,  had 
been  swept  away  by  the  decision  of  the  highest  legal  tribunaL 
AMiile  denouncing  the  improvidence  of  the  Republican  party 
in  squandering  "  four  times  the  whole  amount  of  l^al-tender 
notes  in  useless  expense  without  accumulating  any  reserve  for 
their  redemption,"  the  Democratic  party  also  denounced  the 
resumption  clause  of  1875,  and  demanded  its  repeal.^  In- 
deed, the  general  verdict  of  the  world  is  that  the  party  quite 
changed  front,  with  the  earnest  and  unfeigned  hope  of  convert- 
ing enough  Republicans  to  regain  power.  But  if  the  Demo- 
cratic party  were  hopelessly  stranded  on  this  question,  many  in 

^This  recommendation  was  regarded  with  great  disfavor  by  the  infla- 
tionists. Judge  KeUey  declared  that  such  action  would  be  "  the  greatest 
crime  committed  since  the  partition  of  Poland  "  The  Nation  contains  an 
excellent  article  on  the  subject.    Dec  24, 1874. 

'  Platform  of  Democratic  Presidential  Convention,  1876. 
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the  Republican  parfy  were  dangerously  near  the  shoals, 
especially  in  the  West,  and  the  most  sagacious  piloting  was 
necessary  in  managing  political  bodies,  and  in  devising  and 
passing  meaningless  and  inoffensive  resolutions  and  platforms, 
to  keep  in  safe  waters.  It  was  not  easy  in  many  instances  to 
distinguish  superior  wisdom  and  virtue  between  the  efforts  of 
the  one  party,  who  were  stuck  fast  and  trying  to  get  off,  and 
the  other,  who  were  trying  to  keep  in  the  channel.  This  much, 
though,  may  be  said :  In  the  East  and  extreme  West  the  people 
more  generally  favored  specie  payments  than  in  the  Western 
and  Southern  States,  and  a  much  greater  solidarity  of  opinion 
was  shown  by  the  Republican  party  at  all  times  in  fitvor  of 
resumption  than  by  the  other. 

Secretary  Morrill  followed  by  a  recommendation  quite 
similar  to  that  of  his  predecessor,  that  beside  authority  to 
accumulate  gold  by  the  sale  of  bonds  for  redeeming  the  notes, 
"  authority  be  given  him  from  time  to  time,  as  he  might  deem 
expedient  and  the  state  of  the  finances  admit,  to  fund  these 
notes  into  a  bond  bearing  a  rate  of  interest  of  not  more  than 
four  and  one-half  per  cent,  with  not  less  than  thirty  years  to 
run,  with  such  limitations  as  to  the  amount  to  be  so  funded 
in  any  given  period  as  Congress,  in  its  discretion,  might  deter- 
mine." '  On  this  recommendation  Congress  took  no  favorable 
action. 

The  first  provision  of  the  Act  providing  for  the  purchase, 
coinage,  and  issue  of  silver  to  replace  the  fractional  currency 
was  soon  put  into  operation.  No  time  was  fixed  for  the  issue 
of  silver,  and  the  depreciation  of  currency  below  gold  pre- 
cluded "  the  probability  that  silver  would  remain  in  circula- 
tion'^  until  the  two  approached   nearer  the  same  level  of 

*  Ann.  Treas.  Report,  1876. 
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v^luau-.u.  Witn  5wretar\"  Morrill  rendered  his  aTTnnn.1 
rt-jvrt,  :!  IVrmivr,  ISTo,  :?22jXX\lXH)  of  sul)sidiar\'  aiver 
^\•L.•>  lau  ,v^«i  1V41WI.  :uia  Sl-?J.HH\(.H.X)  of  fractional  currencr 
•>^i^K  ■■^*i.  A>  :BiiKatai  l>5Uik-uotes  were  issued  under  the  law, 
.1^'..%    ^c   ^ai  jf  ^v^i  it'iiders  were  retired,  and  thus  the 

V  *    uit  <!•;•-    -w^*  >v"  axaite  three  years  before  to  b^rin 
^:si.  ■  ;s.^  .:    .r  >:.>\r.  >*iiA.h.  IvtiTx-vr,  oame  to  a  s})eedy  end. 
•■^.v    '.     ..t\>^:iu^   .•vt\>  >a;  S.v::  hvxu\k\l  so  rapidly  that 
..A.»    ^«    ,?  \:il;x  '.'•    •  v'.^  c>.nv  vvnr*  in  gold,  which  was 
4^\\\      ic  \^  \-^-  .*.'   -  V  :Wk-',vi'j^I  vv::is  ihon  in  circulation. 
■  *^^.>.sAfci.  v^H.fi.  fv-^  vi  r^  '/^■N'  :ifcw'«.  x*Hs  suq^rijsed  l>ccause silver 
.s\.    K.    \'.-.:v     !  •.*    V  -vi*  V.c  to  <ippy  tho  deficiency  in  the 
»»:\*i.  4»::ii;  'luvl ';."♦».      I^*;.x  wH>i  v*::  tho  lUh  of  (Vtober.     On 
.»u    '  *  t  n'.  .  »o  tu'itilu  Svtvt^rv  Ku'hanlsim  issuoil  a  circular 
.v\i*i    -v  '.u    -^xoi-i!   xiilMrwtsurv  ortuvrs,  directing  them  to 
ivv.^  *'i.   Ni'.N^i   xA'- »  uM»uMu'  oiwliiors,  should  they  desire  it, 
•  ;i     u  i; .    »,«i   V  vixwli'ij;   tivo  dollars  in  one  jwyment.     The 
«..:.■.;. I.    «.    .!\*'»  Ml  t!u»  iivasiirv  on  tho  lUst  of  October,  1873, 
«  i    ^    i'*.H  '\V    . .  iK'i  :i  MTV  lai'iri^  sum,  sun^ly,  with  which  to 
'•» .  ;'i    i\s  !.■  |^.»\  iiKiii^.      riii^  i»i\KT  sorvixl  JUS  a  text  for  much 
.  ,.  I  .'.I'.u  iii.ir\  luw^i^ipi'i'  \\r!itu^«aud  was  quietly  revoked 
'.^    \,    *'al  .'ulv  I  .  .iik(  [uivatv  U'Ui'is, 

1 1     Miuli.    is,,',    Mr.    Slu'niuui    U-tiune  siM*retarv  of  the 

.X  .  I.  \       Nn  1  \\a-  <i  U'lniiuiir  I'Vfut  for  the  sucx«ssful  exe- 

'     '   »J'    l^ixv       I -Vi't '^iiuv  its  t'lmrtiiient  his  predecessors 

y    '        t  i.niiiihllx  I  \,*uimy.  it.     Mfssrs,  IJichanlson,  Bristow, 

^^  ' '  "    '« » I    ».i|»ull\    .^lutxHtKHl   to  tlie   treasury  office, 

«>  •«    i>i   I'll  Kit   iiuMixl  ou  tliis  subject,  and  so  also 

i'»'   "I' "I      Ml.  ShiTiimn,  it  was  well  known,  had 

:  .ti-  ^-l.iii  III  (Itii  U*^iiiiii]i|r^  and  was  its  champion  in 


•  « 
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the  Senate.  The  spirit  of  inflation^  though,  was  not  dead ; 
and  the  air  was  thick  with  plans  for  issuing  more  paper 
money.  From  the  time  of  issuing  the  first  l^al-tender  notes 
to  the  present,  a  very  large  number  of  persons  have  advocated 
the  exercise  of  wider  functions  by  the  government  in  furnish- 
ing a  currency  for  the  people,  If  plans  were  annually 
introduced  into  Congress,  after  the  close  of  the  war,  for 
restoring  specie  payments,  many  of  which  had  great  merit,  let 
us  not  forget  that  quite  as  many  plans  for  postponing  specie 
payments  and  enlarging  the  currency  were  brought  forth.  If 
the  fiat  money  party  failed  in  the  end,  it  cannot  be  said  of 
them  that  they  were  less  fecund  in  ideas  and  plans  than  their 
opponents.  Thus  the  paper-money  volcano  existed,  sometimes 
smouldering,  at  other  times  burning  fiercely.  Even  now, 
when  specie  payments  were  not  fer  ofi^,  an  eruption  broke 
forth.  In  1878,  a  few  months  before  the  date  fixed  for 
resuming  specie  payments,  Congress  passed  an  Act  directing 
the  secretary  of  the  treasury  to  retire  no  more  legal-tender 
notes  when  increasing  the  national  bank  circulation,  and  to 
keep  the  amount  then  outstanding  in  circulation.^  The  amount 
at  that  time  was  $346,681,016.  The  amount,  therefore,  of 
the  reduction,  since  enacting  the  resumption  law,  had  been 
$35,318,984.  It  should  be  added,  to  complete  this  explana- 
tion, that  $10,000,000  of  the  above  amount  were  red^med 
under  a  joint  resolution,  passed  July  22, 1876,  providing  that 
silver  coin  to  that  amount  might  be  issued  for  legal-tender 
notes. 

In  his  first  report^  Mr.  Sherman  settled  the  much-discussed 
question  of  the  right  of  the  secretary  of  the  treasury  to  reissue 
legal-tender  notes  afler  the  time  fixed  for  their  redemption. 

» Kes,  May  31, 1S78;  No.  65.  « 1877. 
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The  third  section  of  the  Resumption  Act  plainly  provided  for 
the  i)erraanent  reduction  of  United-States  notes  to  $300,000,- 
000.  Tlie  Act  contained  no  distinct  l^islative  declaration 
that  notes  redeemed  afler  that  limit  was  reached  should  not 
be  reissued,  but  the  Revised  Statutes  contained  the  provision 
that  "when  any  United-States  notes  are  returned  to  the 
treasury  they  may  be  reissued,  from  time  to  ^ime,  as  the 
exigencies  of  the  public  interest  may  require."  The  secretary 
therefore  concluded  that  any  notes  exceeding  that  amount  in 
the  treasury  after  the  1st  of  January,  1879,  might  be  "reis- 
sued as  the  exigencies  of  the  public  service  require." 

Although  authority  ^vas  given  to  the  secretary  of  the 
treasury  to  obtain  coin  for  resumption  purposes  by  selling 
bonds,  no  step  in  this  direction  was  taken  until  May,  1877. 
Bonds  bearing  four  and  a  half  per  cent  interest  were  then 
sold,  $5,000,000  monthly,  for  the  next  three  months.  From 
August  to  November  the  same  amount  of  bonds  was  sold 
monthly,  bearing  four  per  cent  interest,  and  in  this  way 
$40,000,000  of  gold  were  accumulated  for  redeeming  the 
losial-tonder  notes.  On  the  11th  of  April  of  the  next  year, 
the  s^vreiar}'  sold  $50,000,000  of  four-per-ceut  bonds  to  a 
syiulutue  of  New  York  and  Loudon  banks,  the  prxx^eds  of 
whioh  wore  usei^l  in  the  same  manner.^  The  $5,500,000  coin 
jxiid  on  the  Halifax  awanl  had  l^en  replaced  by  the  sale  of 
that  amouut  of  four-per-ceut  bomk,  usetl  for  redemption 
pur|K>ses,  making  the  aggregate  thus  sold  $95,500j>X). 
To  this  was  addeil  the  surplus  revenue  from  time  to  time: 
iviisi\|uoatly,  on  tlie  day  fixed  for  resuming,  the  amounc  of 


*  "  Tho  acv:in:ula::;n  of  o«:m  ir^ead  of  increasing  its  privV.  s 
by  ;:v.iny,  Lai^  sUddily  rcda^.'cd  iis  pr^ouani  in  the  m&rkec.** — ^^tv-v  T" 
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coin  on  hand,  deducting  all  matured  liabilities,  was  $133^- 
608,804.50. 

The  secretary  had  thus  accumulated  a  good  stock  of  coin 
with  which  to  redeem  the  government-notes.  The  gold  sup- 
ply in  the  country  was  increased  by  producing  an  enormous 
surplus  of  grain,  meat,  and  other  things,  which  were  sold 
abroad  at  good  prices  and  largely  for  gold.  This  addition  to 
our  metallic  stock  was  very  opportune  and  rendered  resumption 
easy.  Indeed,  if  the  balance  of  trade  had  been  against  us, 
and  gold  had  been  exported  in  settlement,  resumption  would 
have  been  quite  impossible. 

To  render  resumption  certain,  the  co-operation  of  the  banks 
was  desirable,  nay,  necessary.  For  a  year  or  more  before 
resumption  took  place,  the  question  was  often  asked,  "  What 
will  the  banks  do  on  resumption  ? "  They  held  more  than 
$125,000,000  of  legal-tender  notes,  and  nearly  one-third  of 
this  amount  was  in  the  city  of  New  York.  On  the  day  fixed 
for  resuming,  the  banks  of  New  York  could  have  presented 
more  than  $40,000,000  at  once,  and  their  action  would  have 
influenced  that  of  their  correspondents,  and  of  other  monetary 
institutions  of  the  country,  and  have  weakened  the  faith  of 
the  advocates  of  resumption  everj^where.  "  Such  an  act,  if  it 
had  not  defeated  resumption,  would  certainly  have  embarrassed 
it,  and  might  possibly  have  postponed  indefinitely  its  consum- 
mation.''    What  did  the  banks  do  ? 

The  expediency  of  making  the  assistant  treasurer  of  the 
United  States  a  member  of  the  New- York  Clearing-house  of 
that  city  was  favored  by  almost  all  the  banks  belonging  to 
that  association,  which  was,  at  that  time,  composed  of  forty- 
nine  national  and  thirteen  State  banks.  Subsequently,  a 
committee  of  the  association  met  the  secretary,  and  the  follow- 
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ing  propositions  were  considered :  First,  that  drafts  drawn  on 
any  bank  represented  in  the  clearing-house  received  by  the 
assistant  treasurer  might  be  presented  to  each  bank  at  tlie 
clearing-house  for  payment.  Secondly,  that  drafts  drawn  on 
the  assistant  treasurer  at  New  York  might  be  adjusted  by  him 
at  the  clearing-house,  and  the  balance  due  from  the  United 
States  might  be  paid  at  his  oiBoe  in  United-States  notes  or 
clearing-house  certificates.  That  after  the  1st  of  January, 
payment  of  checks  presented  to  the  assistant  treasurer  by  any 
bank  connected  with   the  clearing-house  might  be  made  by 

m 

him  in  United-States  notes.  This  arrangement  was  adopted, 
beside  the  following  rules  for  transacting  the  business  of 
the  banks  after  specie  payments  should  be  resumed,  which 
were  also  adopted  by  the  clearing-house  in  Boston.  "  Further- 
more, the  banks  determine  to  decline  recei^4ng  gold  coins  as 
special  deposits,  but  accept  and  treat  them  only  as  lawftil 
money ;  to  abolish  special  exchanges  of  gold  checks  at  the 
clearing-house ;  to  pay  and  receive  balances  between  banks  at 
clearing-house,  cither  in  gold  or  United-States  1^1  tender ; 
and  to  discontinue  gold  special  accounts  on  the  first  day  of  the 
coming  year."  ^  When  this  ari'angemcnt  was  completed  and 
made  known,  all  doubt  of  specie  resumption  vanished,  gold 
declined  in  value,  and  that  long  looked-for  day  was  assured.^ 

»  See  action  of  New-York  Clearing-house  Oct.  17, 1877,  and  Nov.  12, 1878. 
Proceedings  of  Am.  Bunkers'  (Convention,  Aug.  8,  1878,  p.  35.  N.  Y. 
Tribune,  Nov.  13,  1878.    Procee<lings,  1877,  p.  21. 

2  Gold  touched  par  on  the  17th  of  December.  The  N.  Y.  Times  of 
the  next  day  contained  the  following  record :  At  12.29  o'clock  yesterday, 
according  to  the  official  record,  $10,000  of  gold  was  sold  in  the  gold 
dei^artment  of  the  stock  exchange  (the  old  gold  exchange),  at  par.  This  a 
the  first  sale  of  gr)ld  at  par  that  has  taken  place  in  this  country  in  sixteen 
years.    The  room  w«ts  almost  empty  at  the  time  the  transaction  was  made, 
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Immediately  preceding  resumption  the  issue  of  certificates 
representing  gold  deposits  was  discontinued.^  "  It  was  feared 
that  parties  might  present  l^al-tender  notes  based  upon  a 
forty-per-cent  reserve,  obtain  the  gold  therefor,  and  immedi- 
ately deposit  it  for  tlie  certificates  for  which,  by  law,  the 
department  was  required  to  hold  one  hundred  per  cent."* 
For  more  than  three  years  the  secretary  refused  to  issue 
them,  and  not  until  July,  1882,  was  the  practice  renewed. 

For  a  month  before  the  day  fixed  for  resumption,  resump- 
tion had  really  occurred.  On  that  day,  although  the  banks 
could  have  demanded  $40,000,000  of  gold,  they  took  not  a 
dollar.  At  the  beginning  of  the  war  they  parted  with  their 
gold  to  aid  the  government,  and  now,  when  resumption  was 
accomplished,  they  were  content  to  take  whatever  it  desired 
to  give. 

and  80  quietlj  was  it  accomplished  that  only  three  or  four  persons  who 
stood  near  the  register's  desk  knew  anything  about  it.  It  was  a  coincidence 
that  the  record-book,  on  which  accounts  of  sales  are  kept,  had  so  nearly  run 
out  that  all  these  transactions  were  recorded  by  the  clerk  on  the  last  page 
of  the  last  leaf.  Word  was  sent  immediately  to  the  stock  exchange,  and 
the  announcement  of  each  sale  was  received  with  vigorous  cheers.  Follow- 
ing are  the  highest  prices  reached  by  gold  in  each  year,  beginning  with 
1S62,  when  it  was  quoted  at  102  on  Jan.  1 : 
1862 134   1 1871 115f 


1863 

1864 

1866 

1866 

1867 

1868 

1869 

1870 

>  N.  Y.  Tribune,  Dec.  5, 1878. 

*  Ann.  Traas.  Beport,  1881. 
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1874 
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1171 

115 
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Previous  to  the  day  fixed  for  resumption^  said  the  secretary 
in  his  report  at  the  close  of  the  year^  United-States  notes 
and  coin  were  freely  received  and  paid  in  private  business  as 
equivalents.^  Actual  resumption  was  b^un  at  the  time  fixed 
by  law^  without  any  material  demand  for  coin^  and  without 
disturbance  to  public  or  private  business.  ^^  No  distinction  has 
been  made  since  that  time  between  coin  and  United-States  notes 
in  the  collection  of  duties,  or  in  the  payment  of  the  principal, 
or  interest  of  the  public  debt  The  great  body  of  coin  in- 
debtedness has  been  paid  in  United-States  notes  at  the  request 
of  creditors.  The  total  amount  of  United-States  notes  pre- 
sented for  redemption  from  January  1  to  November  1,  1879, 
was  $11,256,678.  But  little  coin  had  been  demanded  on  the 
coin  liabilities  of  the  government  during  the  same  period, 
though  the  amount  accruing  exceeded  six  hundred  million 
dollars." 

The  specie  standard,  thus  happily  secured,  gave  an  impetus 
to  all  kinds  of  business.  Many  industries,  which  had  been 
depressed  since  the  panic  of  1873,  revived,  wliile  increased 
activity  appeared  in  all  branches  of  production,  trade,  and 
commerce.  Every  preparation  for  resumption  was  accom- 
panied with  increased  business  and  confidence,  and  its  con- 
summation was  followed  by  a  rcNaval  of  productive  industry 
unexampled  in  our  previous  history.^ 

Having  resumed  specie  payments,  could  the  government 
maintain  them?  The  doubter,  who  is  always  present,  had 
grave  fears.  Let  a  foreign  demand  be  made  for  coin,  and  the 
government  would  be  immediately  required  to  respond  to  the 

^  Some  payments  were  made  in  gold  as  early  aa  April,  1S78.    N.  Y< 

Herald,  April,  24, 1878. 

*  Ann.  Treas.  Beport^  1879. 
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holders  of  its  notes.  Resumption  was  therefore  r^arded  bj 
this  class  merely  as  a  &ir  weather  undertaking  which  could 
not  last  long.  Mr.  Sherman's  faith  was  stronger^  though  he 
reminded  Congress  that  "the  coin  reserve^  must  be  kept  un- 
impaired except  by  such  payments  as  might  be  made  from  it 
in  redemption  of  notes."  Those  redeemed  should  be  tempo- 
rarily retained,  and  in  a  supreme  emergency  the  power  exist- 
ing to  sell  bonds  would  enable  the  government  to  supply  any 
possible  deficiency.^ 

So  that  question  which  had  vexed  the  land  for  seventeen 
years  was  ended.  England  delayed  more  than  four  years 
longer  than  the  United  States  after  suspending  in  1797.  If 
England's  delay  was  longer,  the  suffering  during  the  sus- 
pension was  not  so  great ;  no  demoralizing  speculation  arose, 
no  enormous  advance  of  prices.  It  has  been  often  said 
that  the  people  expected,  and  were  prepared  for  resumption 
soon  after  the  return  of  peace,  and  that  if  then  effected,  the 
sufferings  of  individuals  and  the  nation  would  have  been 
much  less  than  they  were.  The  naked  truth  is,  the  people 
were  desirous  of  resumption  until  they  gained  some  concep- 
tion of  the  probable  cost,  and  then  they  shrank  from  paying 
it,  and  desperately  sought  to  escape.  If  the  effects  of  employ- 
ing paper  money  have  sometimes  been  r^arded  miraculous, 

^  What  is  the  amount  of  the  coin  reserve  held  to  redeem  the  United- 
States  notes?  No  statute  specifies  a  fixed  amount  for  that  purpose.  By 
authority  of  the  Besumption  Act,  the  Treasury  Department  "sold  bonds  and 
took  coin  therefor  to  the  amount  of  $95,500,000,  and  put  that  sum  into  the 
treasury.  This  department,"  said  Secretary  Folger,  in  a  communication 
to  the  House  in  March,  18S4,  "  has  always  looked  upon  the  sum  of  the  coin 
thus  obtained  as  an  especial  fund  to  be  kept  and  relied  upon  as  a  means  of 
redemption  of  United-States  l^gal-tender  notes." 

*  Aim.  Treea.  Beport,  1880. 
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as  they  were  by  the  Spanish  chronicler  Agrcpieda  during  the 
conquest  of  Granada,  the  people  have  learned  their  true  nature 
whenever  they  have  attempted  to  pay  it*  In  ignorance, 
they  imagined  they  could  escape  payment  by  delaying,  yet 
this  was  the  costliest  way  of  all.  The  uncertainty,  anxiety, 
and  loss  caused  by  maintaining  a  paper  standard  of  valu- 
ation which  Congress  ev^ery  session  almost  citlier  had  changed 
or  attempted  to  change  can  not  possibly  be  described.  Spec- 
ulators alone  could  rejoice  in  that  dark  and  troubled  time. 
Like  the  wrecker  of  a  former  age,  who,  lighting  his  lantern, 
sought  to  allure  an  ignorant  craft  upon  the  rocks  with  the 
expectation  of  plundering  and  of  getting  wealth,  speculators 
industriously  plied  their  business  after  the  suspension  of  specie 
payments  with  a  heartless  recklessness  hitherto  unknown.  It 
is  said  that  occasionally  the  ancient  wrecker  would  allure  a 
vessel  having  on  board  a  son  or  brother,  and  whose  lifeless 
body,  tossed  up  by  the  condemning  sea  into  the  ^vTeckc^'s  face, 
would  cause  him  to  turn  away  with  sickening  sorrow,  and  to 
abandon  his  business.  The  loss  of  wealth  by  s[)eculation,  lead- 
ing to  suicide  and  a  dreadful  death  in  other  ways,  or  insanity 
and  a  life  worse  than  death,  has  Ijccn  a  common  event;  but  what 
sj)eculator  ever  abandoned  his  business  in  consequence  of  liis 
wrecking  of  human  clianicler?  Of  all  the  terrible  and  im- 
measurable consequences  of  sus]xjuding  specie  payments, 
none  can  be  compared  with  the  force  given  to  speculation. 
As  the  violence  of  the  storm  can  be  measured  by  the  height 
and  slow  subsidence  of  the  waves,  so  the  prevalence  and  inten- 
sity of  si)eculation  are  the  continuing  proof  of  the  magnitude 
of  our  action  in  suspending  specie  payments. 
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CHAPTER  ni. 

PAYMENT  AND  REFUNDING  OF  THE  PUBLIC  DEBT. 

There  were  two  strands  to  Mr.  McCuUoch's  financial  policy 
— the  resumption  of  specie  payments,  and  the  funding  and  pay- 
ment of  the  debt.  Having  followed  one  of  these  to  the  end, 
we  will  take  up  the  other  and  follow  it  to  the  present  time. 

After  debt-paying  b^an,  the  cheap  criticism  was  oftien 
repeated  that  the  government  was  paying  its  bonded  indebted- 
ness in  advance  of  maturity^  and  n^lecting  its  overdue  obli- 
gations. This  criticism^  of  course^  was  true.  All  the  unpaid 
requisitions  of  the  war  were  speedily  paid,  the  interest-bearing 
treasury-notes  were  funded  into  bonds  running  for  a  longer 
time,  while  the  demand-notes  remained  unpaid.  We  were 
therefore  guilty  of  the  inconsistency  of  carefully  caring  for 
our  credit  in  one  direction  and  as  conspicuously  neglecting  it 
in  another.  The  reason  was  because  we  could  do  the  one 
thing  without  injuring  anybody,  we  could  not  do  the  other 
without  a  heavy  sacrifice. 

From  the  first,  the  policy  of  national  debt-paying  has  beeii 
widely  favored.  Some  interests  which  would  be  better  served 
by  continuing  the  debt  have  sought  to  reverse  this  policy, 
but  the  voice  of  the  people  has  been  quite  unanimous.  Mr. 
McCulloch  reflected  that  opinion  correctly  in  his  annual  report 
at  the  dose  of  1866.  ^^The  conviction  is  becoming  fitstened 
upon  the  popular  mind  that  it  is  important  for  economy  in 
the  national  expenses,  for  the  maintenance  of  a  true  democracy 

20 
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in  the  administration  of  a  government,  for  the  cause  of  good 
morals,  and  of  public  virtue,  that  the  policy  of  a  steady 
annual  reduction  of  the  debt  should  Ije  <lefinitely  and  inexor- 
ably established.  Nothing  short  of  this,  and  that  economy  in 
the  national  expenditures  which  will  render  it  practicable,  will 
reconcile  the  people  to  the  burden  of  taxation.  A  national 
debt  must  ever  be  a  severe  strain  upon  republican  institutions, 
and  ours  should  not  be  subject  to  it  one  day  longer  than  is 
nece&sarj'.  Although  incurred  in  a  great  struggle  for  the 
preservation  of  the  government,  and  therefore  esjK'cially  sacred 
in  its  character,  its  burdens  arc  to  be  shared  bv  those  to  whom 
it  is  a  reminder  of  humiliation  and  defeat.  It  is  exceedingly 
desirable  that  this,  with  other  caases  of  heart-burnings  and 
alienations,  should  be  removed  as  rapidly  as  possible,  and  tliat 
all  should  disappear  with  the  present  generation." 

On  the  1st  of  September  the  debt  rcconled  on  the  IkjoIwS  of 
the  treasury  reached  its  maximum,  though  a  large  amount  of 
war  obligations,  jwnsions,  etc.,  were  not  yet  jiaid.  At  that 
time  the  debt  consisted  of  the  following  items  : — * 


Fniule'l  rk'ht    .... 

Matun-<1  de^'t 

Teni[K)rar\'  loan 

Ortificjitcs  (»f  indobtoflness 

Five-per-ciMit  leiral -tender  notes 

Compound-intcrf^-t  leiral-tender  notes 

Seven -thirty  note** 

United -Statos  Ic^'al-t^^nder  notes     . 

Fractional  nirromy 

Su}ii>C'ndc'd  re<jiiiHitions  uncalled  for 


Deduct  cash  in  treasury 


$1,109,5«V8,191 

l,on.3,n-J0 

107,148,7ia 

85,093,000 

33,954,230 

217,024,160 

830,000,000 

433,160,569 

26,344,742 

2,111,000 

12,845,907,626 
88,218,055 

$2,757,689,571 


>  Ann.  Treas.  Report,  1867. 
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Of  this  vast  sum,  $1,276,834,123  consisted  of  various  forms 
of  temporary  securities.  The  excess  of  United-States  notes 
above  $400,000,000— namely,  $33,160,569— had  been  put  into 
circulation  in  discharging  temporary  loans.  The  five-per-cent 
notes  were  payable  in  lawful  money  in  one  and  two  years 
from  December  1,  1873.  The  compound-interest  notes  were 
payable  in  three  years  from  their  respective  dates,  and  became 
due  between  the  tenth  day  of  June,  1867,  and  the  16th  of 
October,  1868.  At  that  time  *  a  very  large  portion  of  all 
kinds  of  national  notes  were  in  circulation  as  currency. 

Of  temporary  securities  which  were  not  a  l^al  tender, 
may  be  mentioned  first,  the  temporary  loans,  $107,148,713, 
which  were  payable  in  thirty  days  from  date,  after  a  notice  of 
ten  days  that  payment  was  desired.  There  were  $830,000,000 
of  seven-thirty  notes,  $300,000,000  of  which  would  become 
due  August  5,  1867,  as  many  more  the  15th  of  the  follow- 
ing June,  and  $230,000,000  July  15,  1868.  The  certifi- 
cates of  indebtedness  would  mature  at  various  times  between 
the  31st  of  August,  1865,  and  May  2,  1867.  Moreover, 
$18,415,000  of  the  funded  debt  would  mature  within  three 
years.  Thus  this  vast  amount  must  be  paid  or  converted 
into  bonds  before  the  16th  of  October,  1868. 

In  September,  therefore,  the  work  of  paying  and  convert- 
ing the  debt  began.  It  was  needful  to  make  provision  for  the 
daily  maturing  debt,  and  also  for  taking  up,  from  time  to 
time,  such  portions  of  it  as  could  be  advantageously  converted 
into  bonds,  or  paid  in  currency  before  maturity,  for  the  pur- 
pose of  avoiding  the  necessity  of  accumulating  large  sums  of 
money,  and  of  relieving  the  treasury  from  the  danger  to  which 
it  would  be  exposed^  if  a  very  considerable  portion  of  the 

>  See  note,  page  281. 
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debt  were  permirievl  to  mature,  with  no  other  means  f«>r  pay- 
ing It  than  that  afforded  by  salts  of  bonds.  The  seven-thirty 
noies  had  been  is.-ued  with  an  option  to  the  holder?  of  con- 
vening them  into  bonds  or  demanding  payment.  Of  course, 
their  action  would  be  determined  bv  the  condition  of  the 
market.  "  No  prudent  man."  says  Mr.  McCulk«ch,  ••  entrusted 
with  the  care  uf  a  nation's  interest  and  credit,  would  |iennit 
two  i>r  three  hundrevl  millions  of  debt  to  niaiuie  without 
making  pro\TSion  for  its  payment,  nor  would  he.  if  it  could 
be  av'.iided.  a<."cumulaie  lanre  sums  of  monev  in  the  irea^urv 
which  would  not  be  calleil  for.  if  the  priti?  of  the  bonds 
should  be  suoli  as  to  makt-  the  conversion  of  the  notes  preft-r- 
able  to  their  payment  in  lawtul  muuey."  The  jvJicy  of  the 
secretarv  was  therefore  determined  bv  the  o:^ndition  of  the 
trtasurv  and  the  ccmntrv,  and  bv  the  nature  of  the  debt. 
This  was  fir?:,  simply  to  put  and  keep  the  treasury  in  such 
condition  that  all  claims  a.>uld  be  paid  on  pn:rientation.  and 
"  str^jng  enough  to  prevent  the  success  of  any  corabinations 
that  miirhr  l^r  f .trmrtl  to  o  -iitr*.*!  iis  iiiaiia^rf  meat : "  and, 
.serii.'n'Lv.  :•.»  takir  up  tiuxtlv  in  mlvaiKv  «.»:*  ihvir  :v.:\iuritv.  bv 
paynii^nt  ^r  o.»uver>i«.'n.  -uch  y»^»nious  of  iho  :o!ri{V'r:in-  debt 
a-  w.>ii;..l  i.ibviate  thv.-  r.-v-vxs.-itv  i..f  aLVumulatiu^  larje  cur- 
nnov  lialauLr-s  in  ih«.-  tma-urv.  and  at  :ho  same  tiiiiv.-  relieve  it 
fro:n  the  JaiiLrer  I'f  U\vr.iinj  s:*  dvplettJ  that  more  lecal- 
teu'lt-r  Ui.'ttrs  nui>t  be  issul^I.  or  the  salt-  of  Iviids  for  whatever 
prii."e  they  w.nild  rVtoli. 

He  thiTtforc-  n.\\>uuuoudcvl  Congress  to  deprive  the  com- 
IKniud-inicixsi  n\ne>  of  ihoir  ugtil-tonder  •jiuility  from  the 
ibv  of  their  maturitv.  and  t^*  i-loihe  him  with  discretionanr 
|x>wer  to  sell  Uuiiixl-Siativ  Knids,  U^ring  nvH  more  than  six 
per  cent   interest,  and   reiltvnuble  when  condudve  to  the 
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interests  of  the  government,  for  the  purpose  of  retiring  the 
compound-interest  United-States  notes ;  and,  in  addition,  the 
granting  of  discretionary  authority  to  sell  bonds  of  a  similar 
nature,  to  meet  any  deficiency  during  the  fiscal  year,  to 
reduce  the  temporary  loan  to  such  an  amount  as  he  might 
deem  advisable,  to  pay  the  certificates  of  indebtedness  as 
they  matured,  and  retire  any  portion  of  the  debt  maturing 
prior  to  1869  that  he  could  advantageously.  These  reconmien- 
dations  led  to  a  prolonged  discussion,  and  the  financial  admin- 
istration of  the  war  was  reviewed  at  length.  The  action  of 
Congress  was  watched  with  great  interest,  for  all  were  eager 
to  know,  both  here  and  abroad,  what  would  be  done  with  the 
debt.  The  time  had  come  when  Congress  could  legislate 
deliberately  and  without  pressure.  Mr.  Sherman,  having 
stated  in  the  debate  that  the  secretary  already  had  power  to 
carry  out  his  recommendations  without  further  l^slation, 
drew  forth  from  the  secretary  the  reply  that  it  would  be,  in 
his  opinion,  "  a  national  calamity  if  Congress  failed  to  grant 
to  him  additional  powers,  and  that  it  would  be  very  difficult, 
if  not  impossible,  to  fund  the  interest-bearing  notes  under 
existing  laws."  He  regarded  it  as  a  matter  of  the  greatest 
importance  to  be  left  ^vith  power  not  strictly  defined.  If,  for 
example,  the  secretary  should  be  prohibited  from  selling  bonds 
below  par,  it  would  be  easy,  as  the  market  in  the  process  of 
funding  must  be  liberally  supplied,  for  the  enemies  of  the 
government  to  form  successful  combinations  for  keeping  the 
bonds  at  such  a  price  as  would  prevent  the  negotiation  of 
them.  "  If  his  authority  in  this  respect  was  not  limited,  no 
such  combination  would  be  likely  to  be  formed." 

At  length  Congress  amended  the  Act  of  March  3d,  the 
previous  year^  and  authorized  him  at  his  discretion  to  receive 
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treasury-notes  or  other  obligations  of  the  government,  whether 
bearing  interest  or  not,  in  exchange  for  any  description  of 
bonds  authorized  by  that  Act ;  and,  further,  to  dispose  of  any 
bonds  thus  authorized,  either  in  the  United  States,  or  else* 
where,  to  such  an  amount,  in  such  a  manner,  and  at  such 
rates  as  he  might  think  advisable  for  lawful  money,  or  for 
treasury-notes,  certificates  of  indebtedness,  or  certificates  of 
deposit,  or  other  representatives  of  value  which  had  been  or 
might  be  issued,  the  proceeds  thereof  to  be  used  only  for  re- 
tiring treasur}'-notes  or  other  obligations  issued  by  Congress, 
Except  the  limitation  on  the  amount  of  Ic^l-tender  notes 
which  the  secretary  could  retire,  the  law  granted  to  him  all 
the  authority  he  desired.^ 

No  law  was  ever  j)assed  by  Congress  granting  so  much 
authority  to  the  secretar}'  in  the  management  of  the  debt  and 
currency.  HLs  discretion  had  l^een  enlarged  as  the  national 
expenditures  increasal  and  the  need  of  obtaining  a  larger 
supply  became  greater.  This  law  bestowed  authority  in  a 
diffoivnt  direction — namely,  in  the  funding  of  the  debt,  and  in 
contracting  the  currency.  The  jKiople  were  soon  to  learn  how 
the  seerctary  intended  to  exercise  his  extraori.liuary  }K)wer. 

The  converting  of  the  tennx)rary  obligations  into  .six-|)er- 
cent  bonds,  payable  at  the  ])leiLsure  of  the  government,  was 
begun  contcmponmeously  with  the  contracting  of  the  pajxjr 
circulation.  Near  the  close  of  1867  he  could  report  that  since 
the  1st  of  Sc])tcml)er,  1865,  the  temiwrary  loans,  the  certifi- 
cates of  indebtedness,  and  the  five-per-cent  notes  had  been 
paid,  with  the  exception  of  small  amoimts  that  had  not  been 
presented,  the  comix)und-interest  notes  had  been  reduced  from 
$217,024,160  to  $71,875,040,  the  7.3  notes  from  $830,000,000 

*  Act,  April  12, 1866,  39  Cong.,  first  session,  chap.  39. 
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to  $337^978^800,  and  the  legal  tenders  and  fractional  currencj 
from  $459,505,31 1  to  $387,871,477,  while  the  cash  in  the  treas- 
nry  had  been  increased  from  $88,218,055  to  $133,998,398,  and 
the  frmded  debt  had  also  increased  $686,584,800.  Thus  nearly 
$1 ,300,000,000  of  temporary  obligations  had  been  paid  or  funded 
witliout  disturbance  to  the  ordinary  business  of  the  countiy. 

The  policy  of  converting  these  temporary  loans  did  not  find 
favor  in  all  quarters.  If  the  secretary  could  truthfiilly  say, 
near  the  close  of  1867,  that  '^the  result  upon  the  whole  had 
been  satisfactory"  to  himself,  and,  as  he  believed,  "to  a  large 
majority  of  the  people,"  it  was  not  to  all.  Senator  Sherman 
afterward  declared  in  the  Senate,  that  when  the  war  ended 
''the  amount  of  gold-bearing  bonds  did  not  much  exceed 
$1,000,000,  and  all  the  rest  of  our  indebtedness  was  in  cur- 
rency securities ;  but  by  this  mistaken  action  the  latter  were 
converted  into  six-per-oent  five-twenty  bonds,  and  the  period 
of  payment  was  postponed  eight  years  by  allowing  their  con- 
version at  the  end  of  three  years."*  Whatever  opinion  might 
have  been  entertained  about  our  finances  in  1865,  "there  can 
be  no  doubt  that  on  the  12th  of  April,  1866  [when  the  above 
mentioned  law  was  passed],  it  was  not  wise  or  politic  to  fund 
the  debt  into  a  six-per-cent  bond."  ^  Nevertheless,  this  policy 
was  pursued  of  paying  or  funding  the  temporary  debt  until 
it  disappeared. 

'Speeches,  p.  247. 

'  Ibid.,  p.  248.  "  The  effect  of  this  legislation/'  he  added, "  was  at  once  to 
•ever  the  bond  from  the  note.  All  forms  of  indebtedness  except  the  notes 
weie  allowed  to  be  funded  into  bonds.  This  at  once  checked  the  apprecia- 
tion of  the  notes.  Qold  had  greatly  lowered  in  price,  till,  in  April,  1866, 
when  this  Act  was  {Missed,  it  was  only  worth  twenty-five  and  one-half  per 
cent  prenunm ;  bat  from  the  passage  of  this  Act  it  immediately  rose,  and  in 
July  ETeniged  fifty  per  cent." 
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The  criticisms  relating  to  the  execution  of  this  feature  of 
his  policy  were  slight  compared  with  his  management  of  the 
gold  received  for  duties.  In  March,  1864,  Congress  author- 
ized the  secretary  to  anticipate  the  payment  of  the  interest  on 
the  public  debt  for  a  jK^iod  not  exceeding  a  year,  and  to  dis- 
po5?c  of  any  gold  in  the  treasur}"  not  necessar}''  for  the  jxiyment 
of  interest  on  the  jMiblic  debt.  When  the  bill  was  discassed 
strong  opposition  apixjared.  It  was  seen  clearly,  even  then, 
that  to  accumulate  gold  in  the  treasury,  Inyond  the  real  wants 
of  the  government,  was  to  deplete  the  market  ami  enhance  the 
price.  Again,  many  who  were  willing  that  the  surplus  should 
be  sold  ol)jec»tcd  strenuously  to  clothing  the  secR^tarj'  with  the 
power  to  sell  it  at  private  sale.  On  the  one  hand,  it  was 
believed  that  if  he  had  this  power  he  could  more  eifectually 
thwart  the  design  of  the  gold  speculators,  while  they,  natur- 
ally enough,  were  unwilling  he  should  have  it,  because  he 
could  thus  control  to  some  degree  their  movements.  Others 
wei-e  opix)sed  for  different  reasons  to  the  granting  of  such 
power.^  The  law  had  no  imme<liate  efft'ct  on  the  price  of 
gold. 

The  policy  of  Mr.  McCulloch  was  to  keep  a  large  gold 
reserve.  lie  maintained  that  confidence  in  securities  at  home 
and  abroad  was  strt^iis^thcnod  bv  o^nstant  evidence  of  the 
ability  of  the  government  without  deixjnding  on  purchases  in 
the  market  to  pay  the  interest  on  the  public  debt,  and  a 
steadiness  to  trade  by  preventing  violent  fluctuations  in  the 
convertible  value  of  the  currency,  which  were  more  than  an 
ample  compensation  to  the  country  for  any  loss  of  interest  that 
might  be  sustained.     If  the  gold  in  tlie  treasury  were  down 

1 18  Bonk.  Mag.,  pp.  761,  844.    Ex.  Doc..  Xo.  134, 39  Cong.,  lint  seasioii. 
House  Report,  No.  14,  39  Cong.,  second  session. 


1867.]  *  PAYMENT  AXD   REFUNDING   OF  PUBLIC  DEFjT,        313 

to  what  was  absolutely  needed  for  the  payment  of  the  interest 
on  the  public  debt,  not  only  would  the  public  credit  be  in 
danger,  but  the  currency ;  and,  consequently,  the  entire  business 
of  the  country  would  be  constantly  subject  to  the  dangerous 
power  of  speculative  combinations. 

Such  a  disposal  of  the  gold  was  called  by  those  opposed  to 
the  secretary's  policy  "  secret  sales."  They  were  made  when 
the  secretary  thought  that  prices  were  satisfactory  and  when 
currency  was  needed.  Though  made  in  the  open  market, 
buyers  were  not  advised  when  and  to  what  amount  sales 
would  be  made.  The  same  method  was  observed  in  selling 
bonds.  If  specie  payments  had  been  in  operation,  and  the 
debt  of  the  government  had  been  funded,  there  would  have 
been  but  little  need  for  the  secretary  to  consider  with  much 
care  the  condition  of  the  stock  and  money  market.  But  so 
long  as  specie  payments  were  suspended,  and  a  vast  amount 
of  public  indebtedness  was  held  in  the  form  of  temporary 
obligations,  the  secretary  could  not  disr^ard  the  conditions 
of  these  markets.  *'If  bonds  had  to  be  sold  to  provide 
the  means  for  paying  the  debt  that  were  payable  in  lawful 
money,  it  was  a  matter  of  great  importance  to  the  treasury 
that  the  price  of  the  bonds  should  not  be  depressed  by  artificial 
processes.  If  the  seven-thirty  notes  were  to  be  converted  into 
five-twenty  bonds,  it  was  equally  important  that  they  should 
sustain  such  relations  to  each  other  in  regard  to  prices  that 
conversions  would  be  effected.  If  bonds  were  at  a  discount, 
the  notes  would  be  presented  for  payment  in  legal  tenders, 
and  these  could  only  be  obtained  by  further  issue,  or  the  sale 
of  some  kind  of  securities.  Until  the  temporaiy  obligations 
were  fiinded,  therefore,  the  state  of  the  money  and  stock  market 
was  a    matter  of  deep  solidtade  to  the  secretary.    If  he 
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luid  been  indifferent  to  it  in  his  own  judgment,  or  failed  care- 
riilly  to  study  the  influences  that  controlled  it,  and  had  hesi- 
tutwl  to  exercise  tlie  power  with  which  Congress  had  clothed 
him  for  successfully  funding  the  tem})orary  debt  by  conver- 
t*ions  or  sales,  he  would  have  been  false  to  his  trust."  That, 
on  the  whole,  he  did  exercLse  this  great  power  wisely,  is  the 
gt^neral  judgment  of  tlio.se  who  watched  his  conduct  most 
closely,  and  who  were  the  most  competent  to  pronounce  an 
intelligent  opinion. 

By  the  time  the  last  of  the  temporary  obligations*  liad  been 
funded,  in  18G8,  §271,496,018  of  the  public  debt  had  been 
jKiid.  This  was  an  enormous  and  gratifying  reduction.  Two 
problems  now  remained — to  continue  to  pay  tlie  debt,  and  to 
refund  at  lower  rates  whenever  the  opportunity  arose. 

A  sinking-fund  law  had  been  enacted  in  February,  1862,* 
but  the  cxiK^ditures  during  the  war  so  greatly  exceeded  the 
revenue  of  the  government  that  no  surplus  existed  for  such 
application.  The  law  provided  that  one  jKjr  cent  of  the  entire 
debt  should  be  purclmsed  within  each  fiscal  year  and  set  apart 
as  a  sinking  fund,  ami  that  the  interest  on  this  fund  should 
bo  applied  in  like  manner  to  the  purchase  or  j)aymont  of  the 
debt.  As  the  bonds  purcliused  for  the  sinking  fund  were 
destroyed  by  law,  Congress  provided  tliat  an  amount  equal 
to  the  interest  on  the  bonds  thus  destroyed  should  be  applied, 
the  same  as  though  they  existed.  If  the  law  had  lx?en  enacted 
from  the  beginning,  the  amount  paid  for  the  fisc»al  year  ending' 

*  The  amount  of  six-per-cent  bonds  or  "  consuls,"  as  they  were  called,  to 
distinguish  them  from  the  ))onds  issued  under  the  Act  of  1865,  which  were 
issued  to  discharge  the  temponiry  obligations,  was,  in  1865,  $332|998,950 ; 
1S(J7,  ^71),618,000  ;   1868,  §42,539,350. 

'  Ann.  Treas.  Report,  1876,  p.  10. 
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June  30,  1863,  would  have  been  $5,556,269;  for  1864, 
$12,184,090 ;  and  for  1865,  $20,233,683.  The  next  year  the 
reduction  of  the  debt  began,  and  the  sum  of  $31,196,387  was 
paid. 

From  that  time  onward  to  the  present  the  debt  has  been 
reduced,  though  not  r^ularly,  as  the  sinking-fund  law 
required.  Some  years  only  small  sums  have  been  paid,  and 
some  years  even  there  has  been  a  slight  increase.  A  larger 
aggregate  amount,  however,  has  been  paid  than  was  required 
by  the  sinking  fund.  What  the  secretaries  of  the  treasury 
have  done — ^and  they  could  do  no  more — ^was  to  pay  into  the 
sinking  fond  the  surplus  funds  of  the  treasury  afler  discharg- 
ing all  other  indebtedness.  As  administered,  therefore,  it  is  no 
more  effective  than  a  law  would  have  been  requiring  the 
secretary  to  use  the  surplus  revenue  in  payment  of  the  public 
debt.  If  the  law  had  provided  that  in  the  event  of  an 
insufficient  revenue  to  pay  the  amount  required  by  the  sink- 
ing-fund law  and  all  other  laws  of  the  government,  the 
secretary  should  make  a  preference  of  the  sinking  fond,  either 
in  part  or  in  whole,  to  specific  appropriations  like  those  for 
rivers  and  harbors  and  other  improvements  which  rest  on  no 
obligation,  then  the  sinking-fund  law  would  have  had  a 
genuine  vitality  and  effectually  extinguished  the  debt.  So 
long  as  the  present  construction  exists  the  debt  may  be  paid, 
because  public  sentiment  strongly  favors  it ;  but  the  way  is 
easy  to  defeat  its  reduction  unless  the  provisions  of  the  sink- 
ing-fond law  are  rendered  more  imperative. 

Debt-paying  had  not  gone  very  long  before  the  question  was 

^  CoooemiDg  destraction  of  bonds  after  redemption,  see  House  Beport, 
No.  28, 40  Ckmg.,  second  session ;  Beport  of  Joint  Seleot  Com.,  on  United- 
States  Seonrities^  No.  273,  40  Cong.,  third  session. 
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raised  whether  the  government  was  not  jastified  in  paying  the 
$500,000,000  five-twenty  loan  of  1863  in  legal-tender  notes. 
The  inquiry  excited  great  interest  and  some  alarm. 

During  the  debates  in  Congress  on  the  bills  for  authorizing 
this  loan,  very  little  was  said  concerning  what  lenders  would 
receive  in  payment.  The  bill  itself  was  silent  on  the  subject. 
The  chairnijui  of  tlie  Committee  of  Ways  and  Means,  when 
trying  to  show  what  a  desirable  investment  these  I)onds  would 
1)0,  said,  "  A  dollar  in  a  miser's  safe,  unproductive,  is  a  sore 
disturbance.  In  United-States  loans,  at  six  per  cent,  redeem- 
able in  gold  in  twenty  years,  the  best  and  most  valuable  per- 
manent investment  that  could  be  desired."  And  again  he 
said,  "  Widows  and  orphans  are  interested,  and  in  tears,  lest 
their  estates  should  Ixi  badly  invested.  I  pity  no  one  who 
has  money  invested  in  United-States  Iwnds,  payable  in  gold  in 
twenty  years,  with  interest  semi-annually." 

These  utterances  clearly  show  how  Mr.  Stevens  supposed 
they  would  be  paid,  and,  doubtless,  all  the  members  thought 
like  himself.  As  the  govern ment-bonds  had  always  l)eeu  paid 
in  gold,  the  usage  was  so  well  known  that  a  statement  in  the  law 
was  not  thought  necessary.*  In  two  later  Acts,  March  3, 1863, 
and  Manih  3,  1864,  it  was  expressly  stated  that  the  bonds 
should  l>e  i)aid  in  coin ;  these  provisions,  though,  attracted  no 
attention  at  the  time,  either  in  Congress  or  among  the  people, 
and  were  accidental.     Under  the  former  of  these  Acts,  nearly 

^  This  question  was  raised  by  S.  IT.  Walley,  President  of  the  Revere 
Bank,  Boston,  in  1863,  to  which  the  assistant  seoretarj'  replied,  "The  five- 
twenty  sixes,  l»eing  payable  twenty  years  from  date,  though  redeemable 
after  five  years,  are  considered  as  belonging  to  the  permanent  loan  ;  and  tM> 
are  also  the  twenty-year  sixes  (1881),  into  which  the  three  years  aeven- 
thirties  are  convertible.  These  bonds  will,  therefore,  be  paid  in  gold." — IS 
Bank,  Mag.j  p.  10. 
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1300,000,000  of  bonds  were  issued,  yet  they  had  no  higher 
reputation  than  other  bonds  of  the  same  class.  Nevertheless, 
that  these  Acts  contained  a  statement  of  the  thing  in  which 
the  bonds  were  to  be  paid,  led  many  to  contend  that  the  other 
bonds  were  to  be  paid  differently.  There  was  nothing  in  the 
condition  of  the  country  when  the  Acts  were  passed  requiring 
an  unusual  provision  in  order  that  the  loans  authorized  by 
them  might  be  successfully  n^otiated ;  on  the  contrary,  the 
national  credit  was  better  then  than  at  periods  when  other 
loan  bills  were  passed;  nor  was  this  the  intention  of  any 
member  of  Congress ;  nor  did  any  of  the  officers  of  the  treasury 
department  suppose  that  the  bonds  authorized  were  different 
from  those  issued  under  other  Acts. 

Mr.  McCuUoch  was  pronounced  in  his  utterances  on  the 
matter.  "  What  is  the  United  States  pledged  in  r^ard  to  the 
public  debt  ?  Is  it  not  that  it  shall  be  paid  according  to  the 
understanding"  between  the  government  and  the  subscribers  to 
its  loans  at  the  time  the  subscriptions  were  solicited  and  ob- 
tained? And  can  there  be  any  question  in  regard  to  the 
nature  of  this  understanding?  Was.it  not  that  while  the 
interest-bearing  notes  should  be  converted  into  bonds  or  paid 
in  lawful  money,  the  bonds  should  be  paid,  principal  as  well 
as  interest,  in  coin  ?  Did  any  member  of  the  House  or  of  the 
Senate,  prior  to  1864,  in  the  exhaustive  discussion  of  these 
bills,  ever  intimate  that  the  bonds  to  be  issued  in  accordance 
with  their  provisions  might  be  paid,  when  redeemable,  in  a 
depreciated  currency  ?  Was  there  a  single  subscriber  to  the 
five-twenty  bonds  or  to  the  7.3  notes,  which  by  their  terms 
were  convertible  into  bonds,  who  did  not  believe,  and  who 
was  not  given  to  understand  by  the  agents  of  the  government, 
thftt  bodi  the  principal  and  interest  of  these  bonds  were  pay- 
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able  in  coin  ?    The  bonds  were  n^otiated  with  the  definite 
understanding  that  they  were  payable  in  coin." 

WHien  the  agents  employed  by  the  government  to  sell  the 
bonds  advertised  them  for  sale,  they  announoed  that  "The 
principal  and  interest  would  be  payable  in  coin."  They  sup- 
posed that  before  the  time  arrived  for  pajnng  them,  specie 
payments  would  1)C  resmned,  in  which  case  this  question  would 
not  have  arisen.  **  No  one,"  said  the  Finance  Committee  of 
the  Senate,  who  reiK)rted  on  this  subject,  "  supposed  that  two 
years  after  the  war  was  over  gr(^nl>acks  would  still  be 
depreciated."  The  secrctarj'  of  the  treasur}'  himself  made 
no  annoimceraent,  but  in  May,  1864,  he  wrote  to  Mr.  Hooper, 
a  membtT  of  Congn»ss,  that  it  had  been  the  constant  usage 
of  the  dci>artnient  to  redeem  all  coupon  and  registered  bonds 
forming  jiart  of  the  funded  or  permanent  debt  of  the  United 
States  in  coin,  and  that  he  had  not  deviated  from  this  usage 
during  his  administration.  These  bonds,  therefore,  were,  by 
the  usage  of  the  government,  payable  in  coin. 

Moreover,  all  the  States  had  made  loans  in  the  same  man- 
ner as  the  government  for  many  years,  and  their  iLsage  had 
Ixicn  similar  to  it  when  pa\nug  them.  Nevertheless,  except 
Massachusetts,  they  now  put  a  different  ^instruction  on  the 
laws  ])v  whi(^h  they  had  borrowed.  Although  their  bonds 
had  uniformly  l)oen  paid  principal  and  interest  in  coin,  they 
now  held  that  their  faith  was  kept  by  paying  either  principal 
or  interest  in  legal-tender  notes,  and  creditors  acquiesced  in 
this  coustnirtiou.  So  c»ori)oratioa<^  and  private  citizens  who 
had  contracted  <lebts  which  by  law  and  custom  had  been  pre- 
viously paid  in  coin,  considered  themselves  released  by  pay- 
ment in  1^1  tenders. 

Failing  to  get  a  declaration  from  Congress  in  fevor  of  pay- 
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ing  these  bonds  in  l^al-tender  notes^  those  who  were  at  the 
head  of  this  movement  now  sought  to  have  the  entire  debt 
repudiated.  This  sentiment  was  strong  and  outspoken, 
and  led  Mr.  McCulloeh  to  say  in  his  annual  report  for  1866, 
that  "  he  had  noticed  with  deep  r^ret  indications  of  a  grow- 
ing sentiment  in  Congress — ^notwithstanding  the  favorable 
exhibit  which  had  been  from  time  to  time  made  of  the  debt- 
paying  power  of  the  country — ^in  fiivor  of  the  postponement 
of  the  payment  of  any  part  of  the  principal  of  the  debt,  until 
the  national  resources  shall  be  so  increased  as  to  make  the 
payment  of  it  more  easy.^^  This  sentiment  spread  rapidly 
and  damaged  the  credit  of  the  country,  both  at  home  and 
abroad,  by  exciting  apprehensions  that  the  good  faith  of  the 
nation  might  not  be  maintained,  and  prevented  the  bonds 
from  advancing  in  price,  as  they  would  have  done  after 
the  maximum  of  the  debt  had  been  reached.  It  rendered 
funding  at  a  low  rate  of  interest  too  unpromising  to  be  under- 
taken. Congress,  however,  came  to  the  rescue,  and  in  March, 
1869,  enacted  that  "in  order  to  remove  any  doubt  as  to  the 
purpose  of  the  government  to  discharge  all  ju^t  obligations 
to  the  public  creditors,  and  to  settle  conflicting  questions 
and  interpretations  of  the  laws,  by  virtue  of  which  such  obli- 
gations have  been  contracted,  it  is  hereby  provided  and 
declared,  that  the  faith  of  the  United  States  is  solemnly 
pledged  to  the  payment  in  coin,  or  its  equivalent,  not'  bearing 
interest,  known  as  United-States  notes,  and  of  all  the  interest- 
bearing  obligations  of  the  United  States,  except  in  cases  where 
the  law  authorizing  the  issue  of  any  such  obligation  has  ex- 
pressly provided  that  the  same  may  be  paid  in  lawful  money, 
or  in  other  carren(7  than  gold  or  silver."  ^ 

^  Ael^  Mardi  la,  1809, 41  Cong.,  fint  seanon,  chap.  1. 
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Thus  the  dangerous  figure  of  repudiation  which  had  been 
lx»ldly  moving  befoi'e  tlie  public  for  several  years  received  a 
fiji'von*  blow.  Not  that  it  wa^i  killed,  for  such  a  thing  can  not 
U'  killwl  by  legislative  enactment.  It  can  effect  something, 
Si)nietinies  vcr}'  much,  and  in  this  instance  revived  the  national 
creilit,  and  contributed  to  the  pn)gress  of  refunding  the  public 
debt.  Creilitors  were  no  longer  afraid  to  buy,  and  from  that 
hour  the  national  credit  took  a  strong  turn  upward. 

The  csn-liest  jwrtion  of  the  funded  del)t  matured  in  May, 
ISGT.  At  that  time  §178,001,008  of  the  temiwrary  loan, 
tvrtifiratcs  of  indebtedness,  and  one-  and  two-vear  notes  were 
ihie.  The  total  maturing  in  1867  was  §925,607,891.  In 
ISdS,  §(;0 4,508,341  ;  §100,000,000  in  1869;  §250,382,400 
in  ilu'  next  eleven  years;  in  1881,  §318,268,430,  and  §2,538,- 
(HK»  in  1S95. 

A  funding  bill  was  introduced  into  the  Senate  a  year  pre- 

Nious  to  the  maturing  of  the  first  loans  above   mentioned. 

riu'  hill  piiUKMsed  to  fund  the  loan  in  other  bonds  bearing  five- 

|H  r-u*nl  interest  and  running  for  ten  years.     The  subject  was 

diM-u>stHl  at  considerable  length,  and  then  post])oued. 

rhf  next  year  another  bill  was  introduced,  providing  for  a 
.U^MU'-iic  loan  of  five  per  cent,  and  a  foreign  one  at  a  half  of 
,'  tv  iH-r  i-ent  lower.  It  also  provided  for  funding  the  United- 
^.  '.w'-.  notes,  and  a  sinking  fund.  TliLs  was  debateil,  amended 
i  xl  ivj-^mhI.  but  vetoed  by  a  jxK'ket  veto  of  President  Johnson. 
I  NhS,  another  trial  was  made,  but  nothing  was  accora- 

.'uxl.     Wa\\  l)ranehes  were  in  antagonism  to  the  Executive, 
..,»:    •.  wa^  t|nite  difficult  to  advanei^  any  imi)ortant  legislation. 

'.\u'  xoaiN  thei'efbi'e  had  passed  away  since  the  maturity 

u'  iu-^t  gn»at  war  loan,  yet  nothing  had  been  done  in  the 

.»  V  oi'  Uiuding  it  at  a  lower  rate  of  interest    Some  of  the 
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public  debt  had  been  paid,  mainly  the  temporary  obligations 
which  had  been  rapidly  maturing.  One  reason  for  the  slow 
progress  was  the  fell  spirit  of  repudiation  then  active,  and  the 
evident  desire  on  the  part  of  too  many  to  escape  the  honest 
fulfillment  of  the  national  obligations.  These  influences 
retarded  funding,  while  they  did  not  afiect  particularly  the 
actual  reduction  of  the  debt. 

When  Mr.  Boutwell  became  secretary,  in  March,  1869, 
$1,602,671,100  of  five-twenty  bonds  either  were,  or  soon 
would  be,  redeemable.  Between  that  time  and  December 
$75,477,800  were  purchased,  and  it  was  expected  the  govern- 
ment would  be  able  to  pay  $75,000,000  before  the  close  of 
that  fiscal  year,  leaving  about  $1,450,000,000  to  be  funded. 

As  only  $27,000,000  of  the  balance  of  the  funded  debt 
would  be  due  and  payable  before  1874,  Mr.  Boutwell  recom- 
mended that  at  least  $250,000,000  of  the  debt  "  be  suffered 
to  remain  either  for  purchase  or  redemption  previous  to  1874." 
This  left  $1,200,000  to  be  funded.  He  recommended  that  a 
loan  for  this  amoimt  be  made,  divided  into  three  equal  portions, 
the  first  portion  to  be  payable  in  fifteen  years,  the  second 
twenty,  and  the  third  twenty-five  years,  each  portion  to  be 
absolutely  paid  five  years  after  the  time  of  payment.  The 
essential  conditions  of  the  new  loan  appeared  to  him  to  be  the 
following : 

1.  That  the  principal  and  interest  should  be  payable  in 
coin.  2.  That  the  bonds  known  as  the  five-twenty  bonds 
should  be  received  in  exchange  for  the  new  bonds.  3.  That 
the  principal  be  payable  in  this  country,  and  the  interest  pay- 
able either  in  the  United  States  or  in  Europe,  as  the  sub- 
scribers to  the  loan  might  desire.    4.  That  the  rate  of  interest 

should  not  exceed  four  and  a  half  per  cent  per  annum.   5.  That 

21 
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the  subscribers  in  Europe  should  receive  their  interest  at 
London^  Paris^  Berlin,  or  Frankfort  as  they  might  elect 
6.  That  the  bonds,  both  principal  and  interest,  should  be  free 
fix>m  all  taxes,  deductions,  or  biatements,  of  any  sort,  unless 
it  should  be  thought  wise  to  subject  citizens  of  the  United 
States  to  such  tax  upon  income  from  the  bonds  as  was  imposed 
by  the  laws  of  the  United  States  upon  incomes  derived  from 
other  money  investments.  "In  offering  the  new  loan,  citizens 
and  subjects  of  other  governments  should  receive  the  strongest 
assurance  that  the  interest  and  principal  were  to  be  paid  in 
coin,  according  to  the  terms  of  the  bonds  issued,  without  any 
deductions  or  abatement  whatsoever." 

The  secretary  further  recommended  that  in  order  to  avoid 
the  necessity  of  employing  agents  for  negotiating  the  proposed 
loan,  a  liberal  commission  be  allowed  to  subscribers,  and  that 
those  first  subscribing  be  permitted  to  select  the  class  of  bonds 
in  which  their  subscription  should  be  made;  and,  further,  that 
the  national  banks  be  required  to  substitute  bonds  of  the  new 
loan  for  those  deposited  by  them  to  secure  their  circulation. 

Early  the  next  year  a  bill  "  to  authorize  the  refunding  and 
consolidation  of  the  national  debt,  to  extend  banking  facilities, 
and  to  establirih  specie  pajTnents,"  was  introduced  into  the 
Senate  by  Mr.  Sumner.  After  long  debate  and  amendment, 
the  bill  Ixjcame  a  law.'  The  secretary  was  authorizal  to  issue 
$200,000,000  of  bonds,  payable  ten  years  from  date  in  coin, 
and  l)earing  five  per  cent  semi-annual  interest,  also  payable  in 
coin.  The  next  year  the  amount  Nvas  increased  to  $800,000,- 
000,  and  the  interest  was  made  payable  quarterly.  He  was 
also  authorized  to  issue  $300,000,000,  at  four  and  a  half  per 
cent  semi-annual  coin  interest,  while  the  principal  was  pay- 
^  Act)  July  14, 1870,  41  Cong.,  second  session,  chap.  256. 
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able  in  coin  fifteen  years  from  date,  and  $1,000,000,000  of 
bonds  bearing  four  per  cent  interest,  payable  thirty  years  from 
their  date  of  issue,  and  like  the  other  bonds  "  in  all  respects." 
He  was  authorized  to  sell  any  of  these  bonds  at  their  par 
value  in  coin,  or  to  exchange  them  at  par  for  five-twenty 
bonds,  and  one-half  of  one  per  cent  of  the  bonds  authorized 
was  "  appropriated  to  pay  the  expense  of  preparing,  issuing, 
advertising,  and  disposing  of  the  same." 

The  law  declared,  too,  that  in  paying  the  bonds  thus 
authorized  the  secretary  should  determine  the  amount  and 
state  his  intention,  beginning  "  for  each  successive  payment 
with  the  bonds  of  each  class  last  dated  and  numbered ; " 
and  the  interest  on  the  bonds  thus  selected  was  to  "  cease  at 
the  expiration  of  tliree  months  from  the  date  of  such  notice." 

The  law  further  declared  that  the  bonds  and  interest  thereon 
should  be  "  exempt  from  the  payment  of  all  taxes  or  duties  of 
the  United  States,  as  well  as  from  taxation  in  any  form  by 
and  under  State,  municipal,  or  local  authority."  Mr.  Bout- 
well  well  stated  the  two  reasons  why  the  bonds  should  ^be 
exempt  from  State  and  local  taxes.  The  first  reason  was,  if 
not  exempt,  the  amount  of  taxes  unpaid  by  the  local  authorities 
would  be  added  to  the  interest  which  the  government  would 
be  required  to  pay,  and  thus  the  nation  would  be  compelled 
to  provide  for  taxes  imposed  by  local  authorities.  Secondly, 
as  the  ability  to  borrow  money  might,  under  some  circum- 
stances, be  essential  to  the  preservation  of  the  government,  the 
power  should  not,  in  times  of  peace  and  prosperity,  be  qualified 
by  any  concession  to  the  State  of  the  right  to  tax  the  means 
by  which  the  national  government  is  maintained. 

The  public  securities  had  been  exempt  from  State  or 
muxucipal  taxation,  but  the  exemption  had  caused  much  irri- 


\'- 
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tation.  Cougress  Iiad  not  by  express  Act  exempted  them ;  nor 
Avus  any  formal  action  necessar}\  It  ^\'a3  a  constitutional  ex- 
emption which  could  not  be  affected  or  limited  by  the  Act  of 
any  State  or  local  government.  The  Supreme  Court  of  the 
United  States  liad  repeatedly  decided  that  no  State  could  levy 
on  money  invested  in  any  public  security^  or  tax  or  assess  it 
on  the  ground  that  such  a  tax  was  inconsistent  ^vith  the  power 
of  Congress  to  lx)rrow  money.  Nevertheless,  the  States  had 
tried  to  tax  these  securities,  and,  in  New  York,  the  question 
^vas  tried  many  times.  A  large  amount  of  capital  was  in- 
vested in  the  national  banks,  and  the  State  did  not  cease 
trying  to  reach  it. 

Thus  it  \yviA  l)elieved  that  a  vast  amount  of  wealth  which 
was  withdrawTi  from  the  State-taxing  power,  and  was  not 
taxed  by  the  national  government  escaped  altogether.  Many 
thought  this  a  grave  hardship.  It  >vas  true  that  the  govern- 
ment by  not  taxing  it  procured  the  use  of  it  at  a  corres- 
pondingly lower  rate.  But  this  action  concerning  it  did  not 
sufiBce.  Many  thought  tliat  in  some  form,  safe  to  tlie  nation, 
it  should  l)e  subjcctcil  to  State  taxation.  Not  a  few  were 
opposed  to  the  national  banking  law  on  this  ground.  Various 
exlx^dients  had  been  mentioned.  One  was  to  reserve  to  the 
State  tlie  express  power  to  levy  taxes  on  public  securities 
held  within  the  State.  Such  a  reservation,  it  was  contended, 
would  l>ocome  a  jjart  of  the  contract  and  be  valid.  On  the 
other  hand,  it  was  objected  that  the  effect  of  State  taxation 
would  1x5  tliat  in  many  of  the  States  where  the  taxes  were 
high  no  public  securities  would  be  held,  and  especially  in  the 
lai-ge  cities.  With  such  a  provision,  it  was  contended,  no  loan 
could  \ye  negotiated,  except  at  such  rates  of  interest  as  would 
add  largely  to  the  public  burdens.    It  was  also  proposed  to 
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limit  the  State  taxes  to  one  per  cent.  This  discrimination 
was  as  fiiulty  as  entire  exemption^  and  would  add  to  the  public 
burdens  one  per  cent  of  the  entire  loan. 

The  Finance  Committee  of  the  Senate^  in  1867/  recom- 
mended a  different  plan,  which  was  to  serve,  in  lieu  of  local 
taxes,  namely,  a  specific  rate  on  the  debt  thereafter  n^tiated, 
and  to  distribute  the  same  among  the  States  by  population. 
"  The  amount  thus  reserved,'^  said  the  committee,  "  will,  in 
the  aggregate,  equal  the  probable  amount  that  would  be  col- 
lected by  the  States  from  the  capital  loaned  to  the  government. 
From  the  nature  of  public  securities  being  easy  of  conceal- 
ment, readily  transferred  or  deposited  out  of  the  State,  it  is 
probable  that  but  a  small  portion  would  be  reached  by  taxa- 
tion; while  the  mode  suggested  would  secure  each  State  a 
fixed  sum  collected  without  expense,  and  without  surrender- 
ing the  power  of  the  national  government  over  its  loans,  or  of 
impeding  the  ready  transfer  of  the  public  securities."  This 
adjustment,  they  added,  would  relieve  the  bond-holders  from 
the  reproach  of  enjoying  State  law  and  local  privities  with- 
out contributing  to  the  public  expenses,  and  would  increase 
the  demand  for  public  securities,  and  thus  enable  the  govern- 
ment to  sell  them  at  more  favorable  rates. 

This  recommendation,  however,  was  not  favorably  received.* 

^  No.  4,  40  Cong,,  second  session.  In  January,  1868,  a  series  of  excellent 
articles,  signed  '* Adirondack/'  appeared  in  the  N.  Y.  Times  criticising  this 
report 

'  The  fifth  section  of  the  bill  reported  hy  the  committee  provided,  **  That 
the  holder  of  any  lawful  money  of  the  United  States  to  the  amount  of  one 
hundred  dollars,  or  multiples  of  one  hundred  dollars,  may  convert  the  same 
into  a  bond  for  an  equal  amount,  the  notes  so  received  to  be  held  in  the 
treuoiy  as  a  part  of  the  reserve  already  provided  for,  and  the  holder  of 
any  of  the  fiv64wa[ity  bonds,  or  of  the  bonds  contemplated  by  this  Act, 
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One  critic  ^  remarked  "  that  the  principle  of  exempting  the 
national  debt  from  State  taxation  had  prevailed  throughout 
our  whole  histor}',  and  for  obvious  reasons.  Once  admit  that 
taxes  may  Ikj  collwtcd  by  the  States  uix)n  the  national  debt, 
or  that  subsidi(»«  kIuiII  be  collected  from  the  people  and  paid  to 
tlie  States,  un<ler  a  shadow  of  right  in  these  States  to  tax  the 
national  debt,  and  there  will  be  no  end  to  projected  national 
debts  and  imijects  of  wars  to  create  national  debts;  the  admis- 
sion will  grow  into  a  right,  and  one  more  element  of  evil  will 
])e  placed  in  that  Pandora's  lx)x  which  i>olitical  demagogism 
opens  and  closes  at  will." 

Congress  detennined  to  adhere  to  its  former  policy,  except 
to  render  yet  clearer,  by  distinct  enactment,  that  the  public 
securities  were  free  from  all  taxation. 

The  war  in  Eurojie  rendered  it  impractic^able  to  refund  any 
portion  of  the  debt  for  some  time.  The  paper  for  the  bonds 
was  made,  and  the  plates,  yet  the  work  of  refunding  was 
delayed.  On  the  last  day  of  Febmarj',  1871,  public  notice 
was  given  that  on  the  6th  of  March  books  would  be  oixined  in 

may  demand  their  redemption  in  lawful  money  of  llie  United  States ;  and 
tlie  treasurer  shall  redeem  the  same  in  lawful  money,  unless  the  amount  of 
Unite<l-States  notes  then  oulstandinj,'  shall  he  efjual  to  §400,000,000." 
llunt'ti!  Merchant's  Ma<razine  thus  criticLsed  it  :  "This  section  is  obviously 
adopted  to  conciliate  the  inflationists.  It  would  introduce  into  the  currency 
arrangements  an  element  of  distord  and  confusion,  whose  disturbing  influence 
in  business  would  probably  rccjill  our  worst  experience  during  the  war,  when 
the  heav}'  disbursements  of  the  j^overnment,  refiuiring  five  times  as  much 
currency  as  an  equal  amount  of  ordinary  commerce,  neutralized  some  of 
the  worst  evils  of  the  immense  issues  of  paper  money,  and  of  the  morbid 
feeling  during  the  expansion  in  1803  and  1804.  Once  admit  the  principle 
of  this  scheme,  and  you  will  not  l>e  able  to  limit  the  currency  to  theanthor- 
ized  $400,000,000."  Vol.  53,  p.  23. 
'  James  Gallatin,  Financial  Economy  of  the  United  States^  p.  16. 
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this  country  and  in  Europe  for  a  subscription  to  the  national 
loan.  All  the  national  banks  and  a  large  number  of  bankers 
in  both  countries  were  authorized  to  receive  subscriptions. 
The  first  preference  was  given  to  subscribers  to  the  five-per- 
cent bonds  within  the  original  limit  of  $200,000,000  of  five- 
per-oents.  On  the  1st  of  August  the  national  banks  chiefly 
had  subscribed  for  $65,775,550.  In  July  of  that  year  an 
agreement  was  made  with  foreign  bankers  for  the  remainder 
of  the  $200,000,000,  subject  to  the  right  of  the  national  banks 
to  subscribe  for  $50,000,000  by  the  20th  of  October.  Mr. 
Richardson,  who  afterward  became  secretary  of  the  treasury, 
was  in  London,  and  represented  the  government  in  the  n^oti- 
ations.  The  contractors  had  the  right  until  the  next  April  to 
take  them  by  subscribing  for  $10,000,000  at  once,  and  for 
$5,000,000  monthly  during  the  intervening  time. 

How  long  had  foreign  bankers  been  willing  to  lend  to  our 
government?  For  a  brief  period.  When  Mr,  Chase  was  at 
the  head  of  the  treasury  department,  thinking  that  gold  or  its 
equivalent  must  be  imported,  if  possible,  to  sustain  the 
national  credit,  he  sent  Robert  J.  Walker  to  Europe  as  a 
financial  agent.  He  published  numerous  essays  in  English, 
French,  and  Grerman  pertaining  to  the  wealth  and  resources 
of  our  country,  and  showing  how  well  the  national  honor  had 
been  always  kept.  These  were  sent  to  all  European  bankers 
through  whose  advice  investments  were  made.  They  repre- 
sented the  certainty  of  the  punctual  payment  of  the  principal 
and  interest  of  the  five-twenty  six-per-cent  loans  in  gold. 
^So  bitter  then  was  the  hostility  of  Louis  Napoleon  and  the 
late  Lord  Palmerston  to  this  country,  that,  whilst  the  so- 
called  Confederate  loan  had  nearly  reached,  in  Europe,  par  in 
goldl,  our  United-States  stocks  could  find  no  place  on  the 
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LfOudon  or  Paris  exchanges,  and  our  cause  no  hearing  in  the 
leading  press  of  either  city"  From  Grermany^  however,  came 
a  different  response.  ^^  The  great  masses  of  the  people  took 
several  hundred  millions  of  our  loan  at  the  same  rates  as  our 
own  citizens."  *  When  the  war  ended,  English  and  French 
bankers  speedily  learned  the  worth  of  Southern  investments. 
The  next  time  they  were  solicited  to  lend  to  the  government^ 
they  made  a  favorable  answer. 

All  the  subscriptions,  both  home  and  foreign,  were  to  be 
made  through  the  national  banks,  certificates  were  to  be  issued 
therefor  by  them  to  the  secretary  of  the  treasury,  and  the 
bonds  were  to  be  lodged  with  the  United-States  treasurer  for 
deposit. 

By  the  1st  of  August  the  demand  for  the  new  bonds  had 
nearly  ceased.  Shortly  aftem-ard  the  treasury  department 
announced  that  national  banks  making  or  obtaining  subscrip- 
tions payable  in  coin  would  be  designated  as  depositories  of 
the  public  money  on  the  usual  condition  of  putting  bonds  in 
the  |x>sses.sion  of  the  United-States  treasurer  to  secure  such 
de^xxsits,  and  that,  at  the  beginning  of  each  month,  notice  would 
be  given  of  the  redemption  of  an  amount  of  bonds  equal  to 
the  amount  of  subscriptions  in  coin  for  the  preceding  month, 
interest  to  cease  in  ninety  days  from  the  date  of  such  notice. 
Furthermore,  the  dei>osits  to  pay  for  bonds  called  were  to  be 
drawn  from  the  several  banks  proportionately.  The  subscrib- 
ers were  to  receive  as  a  commission,  after  paying  for  the  cost 
of  paper  for  the  bonds,  engraving,  printing,  advertising, 
delivery,  and  all  other  expenses,  one-half  of  one  per  cent  dn 
the  $200,000,000.  The  commission  was  inadequate  to  lead 
the  banks  to  push  subscriptions  with  much  energy,  but  when 

'  Letter  of  R.  J.  Walker,  Novembep  30, 1867. 
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the  further  right  was  granted  of  retaining  the  money  sub- 
scribed until  the  government  demanded  it  in  payment  of 
bonds  called;  a  period  of  three  months  or  longer^  the  gain  was 
enough  to  lead  the  banks  to  put  forth  their  energies^  and  by  the 
end  of  the  month  all  the  bonds  were  taken.  This  arrange- 
ment was  of  advantage  to  all  parties.  The  funding  Act  pro- 
vided that  the  money  received  for  the  new  bonds  should  be 
used  only  in  paying  for  those  outstanding.  It  also  provided, 
that  the  bond-holder  should  have  three  months^  notice  of  the 
intention  of  the  government  to  pay.  As  this  could  be  given 
safely  only  on  subscriptions  already  secured^  even  if  the 
money  were  paid  into  the  treasury,  there  was  a  loss  of  in- 
terest for  three  months.  By  this  arrangement  the  banks 
had  the  use  of  the  money,  while  the  government  lost  noth- 
ing. The  result  was  the  speedy  taking  of  all  the  bonds 
offered.  The  money  received  fjpom  purchasers  remained 
with  the  banks  until  wanted  by  the  government  for  re- 
deeming the  bonds,  when  it  was  returned  to  the  channels  of 
circulation. 

This  contract  for  refunding  continued  until  Mr.  Bristow 
became  secretary  of  the  treasury,  in  June,  1874,^  when  he  made 
another  contract  with  several  prominent  banking  houses  for 
the  sale  of  the  five-per-cent  bonds.  The  contracting  parties 
were  to  pay  par  for  them,  and  accrued  interest  to  the  date  of 
maturity  of  each  call  for  bonds,  and  were  to  receive  a  commis- 
sion of  one-quarter  of  one  per  cent  on  the  amount  of  the  sales, 
from  which,  however,  they  were  to  pay  the  expense  of  sending 
the  bonds  to  London,  and  of  transmitting  from  that  place  to 
the  treasury  the  called  bonds  received  in  payment.^ 

At  the  time   of  making  this  contract,  the  five-per-cent 
^  June  2.  '  Ann.  Treas.  Beport,  1874,  p.  9. 
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bonds  were  selling  in  small  quantities  in  tlie  open  market,  for 
a  price  slightly  above  jMir  in  coin,  exclusive  of  the  aocmed 
interest ;  and  this  enlianced  value  of  the  bonds,  enabled  the 
department  to  obtain  somewhat  l)etter  terms  than  had  been 
previously  obtained.  On  the  29th  of  January,  1875,  the 
contract  was  renewed,  but  so  modified  that  the  parties  were  to 
receive  one-half  of  one  per  cent  for  selling  the  bonds  and 
defraying  all  expense  connected  with  the  issue,  including  the 
ex[>ense  of  preparing  the  bonds.*  After  that  time  the  refund- 
ing of  the  debt  went  on  rapidly.  The  contracting  parties 
suK^eribed  for  $122,688,550,  which  was  the  balance  of  the 
"New  Fives,"  as  the  loan  was  called,  remaining  not 
negotiated.  Secretary  Bristow  had  the  pleasure  of  announc- 
ing that  the  funding  of  five  hundred  millions  of  six-per-oent 
bonds  into  others  bearing  five  per  cent  liad  been  accomplished, 
thereby  saving  five  millions  of  annual  interest. 

During  the  sixteen  months  preceding  his  report,  $178,- 
548,300  had  been  refunded,  and  the  secretar}'  of  the  treasury 
believed  that  the  remainder  of  the  bonds  could  be  refunded 
into  four-and-a-half  per-cjcnts  and  fours,  as  the  funding  law 
prescribed,  within  a  reasonable  time.  By  this  law,  however, 
the  four-and-a-lialf  per-cents  were  to  be  redeemable  in  fifteen 
years.  He;  thought  that  tlie  bonds  would  Ikj  more  readily 
taken  if  they  were  issued  as  thirty-year  bonds.  Congress, 
adhering  to  the  policy  of  authorizing  bonds  running  only  for 
a  short  time,  declined  to  amend  the  law  as  the  secretary  had 
reconnnended. 

On  the  24th  of  August,  1876,  Mr.  Morrill,  the  successor  of 
Mr.  Bristow,"  the  fourth  anil  last  secretary  of  the  treasury  during 
the  eight  years  of  President  Grant's  administration,  contracted 
^  Ann.  Treas.  Report,  1875.  '  Appointed  June  21, 1876. 
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with  a  syndicate  of  bankers  for  $40,000,000  of  four-and-a-half 
per-cents,  they  having  the  right  to  subscribe  for  the  remainder, 
$260,000,000,  before  the  30th  of  the  following  June,  by  noti- 
fying the  secretary  of  the  treasury,  and  he,  on  the  other  hand, 
having  the  right  to  terminate  the  contract  at  any  time,  on  ten 
days'  notice,  after  the  4th  of  March,  1877.  The  compensa- 
tion was  the  same  as  imder  the  former  contract.  The  sub- 
scribers were  to  pay  par  and  accrued  interest  in  gold 
coin,  matured  United-States  coupons,  six-per-cent  five-twenty 
bonds,  or  United-States  gold  certificates.*  During  his  term 
of  office  $90,000,000  were  sold. 

His  successor,  Mr.  Sherman,*  becoming  convinced,  in  May, 
that  he  could  sell  the  four-per-cents,  gave  notice  that  he  would 
limit  the  four-and-a-half  per-cents  to  $200,000,000.  Of  this 
amount  $15,000,000  were  sold  and  the  coin  reserved  for 
resumption  purposes.  By  this  operation  a  reduction  of 
$2,775,000  was  made  on  the  interest  account  On  the  9th  of 
June,  the  secretary  made  a  new  agreement  for  the  sale  of  the 
four-per-cents.^  This  was  to  terminate  on  the  30th  of  June, 
1878,  with  the  right  on  the  part  of  the  government  to  termi- 
nate  it  on  ten  days'  notice  after  the  end  of  that  year.  It  con- 
tained the  further  provision  that  the  syndicate  should  offer  to 
the  people  of  the  United  States,' at  par,  and  accrued  interest  in 
coin,  these  bonds,  registered  and  unregistered,  in  denominations 
of  fifty  and  one  hundred  dollars,  for  a  period  of  thirty  days 
from  the  public  notice  of  such  subscription,  and  to  offer  to  the 
subscribers  the  option  of  paying  in  installment  extending 
through  three  months. 

^  For  fall  terms  of  ooDtract,  see  Specie  Resumption  and  Kefunding,  Ex. 
Boc^  No.  9, 46  Cong.,  second  session,  pp.  2,  36. 

*  An;»ointed  March  9, 1877.  *  Specie  Besampti(Hi,  p.  61. 
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Subscriptions  to  this  loan  were  opened  on  the  16th  of  Jirne^ 
and  during  tlie  next  thirty  days  $75^496,550  were  subscribed. 
Of  this  amount  $75,000,000  were  reserved  for  resumption 
purposes,  and  the  remainder  was  applied  in  redeeming  six-per- 
oent  bonds.  As  soon  as  these  subscriptions  were  paid,  the 
secretary  was  about  to  issue  a  call  for  the  payment  of  $10,- 
000,000  of  six-per-cent  bonds,  when  action  was  postponed  in 
con^uence  of  the  renewed  agitation  for  the  repeal  of  the 
Besumption  Act  and  the  rcmonetization  of  silver,  events  which 
led  the  syndicate  to  fear  that  bonds  could  not  be  sold.  Three 
days  after  making  his  contract  with  them,  the  secretary  wrote 
an  official  letter,  in  which  he  said  that,  "  As  the  government 
exacted  in  cxcliange  for  these  bonds  payment  at  their  face  in 
such  gold  coin,  and  as  it  was  not  to  be  anticipated  that  any 
future  legislation  of  Congress,  or  any  action  of  any  depart- 
ment of  the  govemmeHt,  would  sanction  or  tolerate  the  re- 
demption of  the  principal  of  these  bonds,  or  the  payment  of 
the  interest  thereon  in  coin  of  less  value  than  the  coin  author- 
ized by  law  at  the  time  of  the  issue  of  the  bonds,  being  the 
coin  exacted  by  the  government  in  exchange  for  the  same." 
This  letter  immcdiatoly  revived  confidence,  and  the  sales  rap- 
idly increased.  Nevertheless,  the  sales  would  have  been  much 
greater  had  not  the  law  required  subscriptions  to  be  paid  in 
coin,  which  could  not  conveniently  be  obtained  by  the  people 
outside  the  large  cities.  Another  cause  hindering  sales  at  this 
time  was  the  return  of  enormous  quantities  of  American 
securities  from  abroad. 

With  the  return  of  specie  payments  at  the  b^inning  of 
1879,  the  gate-way  was  opened  more  widely  for  investors  to 
purchase  bonds,  and  they  were  not  slow  in  acting.  As  the 
bonds  were  sold  others  were  paid,  and  as  many  of  them  were 
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held  in  Europe^  it  was  desirable  to  sell  enough  more  in  Lon* 
don  to  prevent  the  shipment  of  gold  from  this  country  to  pay 
for  those  held  there  which  were  or  should  be  called.  A  con- 
tract was  made  for  this  purpose,  early  in  the  year,  for  the  sale 
of  four-per-cents,  the  government  agreeing  to  deliver  them 
free  of  charge  in  London,  where  an  agency  was  to  be  main- 
tained while  the  contract  was  in  force.  Bonds  to  the  amount 
of  $15,000,000  were  thus  sold.  In  the  same  month  Congress 
authorized  the  exchange  of  four-per-cent  bonds  for  uncalled 
five-twenties;  less  than  a  million,  however,  was  exchanged 
under  this  law. 

The  secretary,  in  March,  gave  notice  that  when  the  remain- 
ing five-twenties  should  be  covered  by  subscriptions,  the  sale 
of  four-per-cents  for  refunding  the  ten-forty  bonds  would  pro- 
bably be  made  on  less  fiivorable  terms  to  the  purchaser. 
Owing  partly  to  fears  that  the  heavy  payments  fidling  due 
the  next  two  months  would  create  a  disturbance  in  the  money 
market,  the  sales  slackened  in  the  month  of  March.  On  the 
morning  of  the  4th  of  April,  the  amount  of  outstanding  five- 
twenties  not  covered  by  subscriptions  to  the  four-per-cents 
was  $59,565,700.  Before  the  close  of  the  day,  subscriptions 
were  received  not  only  for  the  whole  amount,  but  for  $60,919,- 
800  more.  Notwithstanding  the  magnitude  of  this  operation 
it  was  soon  to  be  eclipsed. 

The  next  bonds  that  were  refunded,  were  called  the  ten- 
forties,  which  bore  five  per  cent  interest,  and  were  issued 
under  the  Act  of  March  3d,  1864.  On  the  16th  of  April, 
$150,000,000  of  the  four-per-cents  were  offered  at  a  premium 
of  one-half  of  one  per  cent,  the  proceeds  of  which,  as  far  as 
neoesaary,  were  to  be  applied  in  redeeming  the  ten-forties,  and 
ihe  remainder,  $44,556,300,  for  converting  the  refunding 
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I'lic  vlvV:  iiu.ix:  "i-.  r^vyl-t.     Th-:    .•  c-.l*  ^-s^^b:iz^^^  slightly 

thai  he  sl'.cu'.vl  h.:v.  o5n:\-i  a  b».::v;  a:  jx-j.  l^aring  a  lower 
ri:c  of  iii:«:rv>:  ::-.<tx:o  .f  a  iVur-r^r-.^-:  cvc.;  a:  a  prvminm. 

This  wa.*  a  i\ v:val  o:'  :li.  •lu-is:: ;u  whi.h  o.-nfr.  ntt-d  Pin  duriiig 
:ho  war  wi:h  Naj'' l^v-  ShiiM  ':.•.  Vvrr-:»v  -..ney  a:  three 
jxir  v\n:.  and  n:v\;ve  v:il>  jix:y  j>ir  ^vn:  c:'  the  principal,  or 
a:  nvc  per  o::::.  aua  rvLiive  iliv  wLvlc  of  rhe  priroipalf 
ha.-^  Ut'j  ^;ui^p:y  i-nuvij^^i  for  u^-:  Ivrrj-win^  nivrt  ai  five 
.,  '•  T* ..  .-  ••►---'  .n  i-  ::■•:  ta*iN"  ;ir;-wtr\^:.  i:t  much  «Iei^xids 
Mil  ih^  :';:ur-  w.:.r:h  of  iiv-'-^y.  a-.^  :h.  ..li>i'  ^hion  of  uie  debt. 
A^  t:>:  j.vvmiii-ii:  ruTr:  in  :h■^  oo:::::ry  !:a>  l^m  lessening, 
pr^Aoly  th-:  Uii-rr  j./i-y  ^...-IJ  have  l^a  ih^  .-iVring  of  a 

In  F-oniL:r.--  of  :hat  year.  Con^rc^s  li:ul  authorized  ihe 
ir.a.r  of  t*rn-J./.Iar  r^:n:r;.-at«r  l]>earing  four  i^t  c\n:  interest  at 
liar  f .r  law-liil  money,  and  iht:  fallowing  mouth  authorized 
their  cvnver-ion  into  J>.»n(L?,  in  sums  of  fifty  dollars  or  its 
multlpfe.     Immediately  on  the  advance  of  the  price  of  the 

>  For  fuller  dtamplion  of  ihii?  sul^criptioD,  sec  2?.  Y.  Timn^  April  18^ 
1^79,  and  N.  Y.  Tribune  of  ihe  same  date 
•Act,  Feb.  26,  1879. 
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bonds  to  one-half  of  one  per  cent  above  par,  the  demand  for 
these  certificates  greatly  increased.  Ofibs  for  them  at  a  pre- 
mium corresponding  to  that  on  the  bonds  into  which  they 
were  convertible  were  declined  on  the  groimd  of  lack  of 
authority.  To  bring  them  within  the  reach  of  small  invests 
ors  their  sale  was  restricted  to  independent  treasury  officers, 
and  public  officers  bonded  for  that  purpose,  and  to  sums  not 
exceeding  one  hundred  dollars  at  one  time.  Evasions  of  the 
intent  of  the  law  and  instructions,  however,  with  the  view  of 
immediate  conversion  of  the  certificates  into  bonds,  soon 
became  evident,  and,  after  continuing  the  farce  ten  days,  the 
officers  who  were  selling  the  certificates  were  directed  to  refuse 
them  when  such  evasions  were  manifest.  The  entire  amount 
was  sold  as  rapidly  as  the  certificates  could  be  prepared,  and 
before  the  close  of  the  fiscal  year.  Of  the  $40,012,750  sold, 
$37,203,350  were  converted  into  four-per-cent  bonds  by  the 
end  of  the  follo^ving  October.  In  about  two  years,  there- 
fore, Mr.  Sherman  had  refunded  $845,345,950,  with  an 
annual  saving  in  interest  of  $14,290,416.  While  these 
refunding  operations  were  going  on  the  government  was  pay- 
ing double  interest  a  portion  of  the  time.  It  was  paying  on 
the  new  bonds,  and  also  on  the  old  ones,  for  three  months 
after  calling  them,  and  before  payment  was  made.  Mr. 
Sherman  recommended  that  the  notice  be  shortened  from  three 
months  to  ten  days.  Congress  would  not  change  the  law. 
Payment  of  double  interest  therefore  was  inevitable.^  He  did, 
however,  escape  it  in  part  by  calling  bonds  in  expectation  of 
the  necessary  ftmds  to  pay  for  them.  To  obviate  any  derange- 
ment of  the  money  market  from  these  operations,  the  money 
for  the  subscriptions  was  kept  in  the  public  depositories,  and 
^  Why  Boiible  Interest  was  Paid,  N.  Y.  Tribune,  Dec.  28, 1878. 
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was,  therefore,  in  oonstant  use.  Had  it  been  withdrawn  from 
them,  and  put  into  the  government  treasury,  serious  conse- 
quences could  hardly  have  been  avoided  from  such  a  depletion 
of  the  circulating  medium.  The  arrangements  for  subscrip- 
tions were  so  perfect,  and  executed  so  wisely,  tliat  the  payments 
to  and  by  the  government  in  these  vast  transactions  were 
eflfected  without  disturbing  a  single  business  interest.* 

'  Some  persons  become  alarmed  because  the  balances  held  bv  some  sab- 
Bcribers  for  the  bonds  were  so  heavy,  especially  the  balances  held  by  the 
First  National  Bank  of  New  York,  which  had  been  the  largest  sub- 
scriber. On  the  IGth  of  December,  1878,  the  sec^retaiy  of  the  treasury  was 
directed  to  inform  the  House  on  the  subject.  Four  days  later,  he  sent  an 
explanation,  accompanied  with  a  monthly  table  of  the  balances  for  eleven 
months.  The  N.  Y.  Times  said :  "  It  will  be  noticed  from  the  above  state- 
ment, that  for  the  past  nine  months  the  average  monthly  balance  on  loan 
account  charged  against  national  banks  acting  as  public  deixxtitories,  was 
over  $37,000,000,  and  that  of  this  average  the  First  National  Bonk  of  New 
York  is  charged  with  a  monthly  balance  of  over  $26,000,000.  .  .  . 

"  There  seems  to  be  a  great  deal  of  unnecessary  alarm  among  members  of 
Congress  over  this  matter.  In  point  of  fact,  the  First  National  Bank  never 
had  the  amount  in  coin  which  is  stated  in  the  secretary's  schedule.  The 
balances  charged  agaiubt  this  and  other  banks  consL^t  of  credits  to  the 
trciLsury  department  ui>on  tlie  books  of  the  bunks.  The  matter  is  explained 
by  the  following  narnition  of  the  transactions  from  which  these  apparent 
balanws  arise:  The  First  National  Bank  is  tlie  largest  operator  in  the 
refunding  lx)uds,  and  was  the  principal  American  member  of  the  syndicate 
for  the  sale  of  four-aml-a-half  per-cent  bonds.  That  bank's  subscriptions 
to  the  four-i^r-cent  loan  amount,  on  some  days,  to  more  than  $1,000,000. 
Under  a  circular  issued  last  January  by  the  secretary  of  the  treasury,  banks 
6ul>scri})ing  for  the  loan  were  not  to  be  called  u\x>n  to  make  their  sabscrip- 
tions  good  until  ninety  days  from  the  date  of  subscription,  the  government 
not  being  rciiuired  to  redeem  the  called  bonds  until  the  expiration  of  that 
period.  Now,  supposing  that  the  First  National  Bank  subscribed  for 
$1,000,000  on  September  1 ;  a  certificate  of  deposit  for  that  amount,  drawn 
to  the  order  of  the  United-States  treasurer,  b  forwarded  to  Washington, 
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Most  of  the  ante-war  obligations^  and  a  large  portion  of 
the  subsequent  ones^  had  now  been  refunded  or  paid.  In 
1881,  the  "  new  fives,"  issued  under  the  fiinding  Act  of  1870, 
would  mature.  Secretary  Sherman  recommended,  in  his 
annual  report  for  1879,  that  authority  be  given  to  refund 
them  into  four-per-oents,  but  nothing  was  done.  The  loan  of 
February,  1861,  amounting  to  $13,414,000,  which  matured 
at  the  close  of  1880,  was  paid  with  surplus  revenue.  The 
amount  maturing  in  1881  was  $673,224,800.  In  view  of  the 
requirements  of  the  sinking  fund,  Mr.  Sherman,  believing  that 
this  could  be  fulfilled  by  using  treasury-notes  running  from 
one  to  ten  years,  changed  his  recommendation  of  the  former 
year.  He  said  that  the  purchase  of  bonds  not  due  in- 
volved the  payment  of  a  premium,  which  could  be  avoided 
by  the  issue  of  such  notes.     The  large  accumulation  of  money 

and  $1,000,000  is  charged  against  the  bank  on  the  treasurer's  books.    Bonds 

to  that  amount  are  forwarded  to  the  assistant  treasurer  at  New  York,  to  be 

delivered  to  the  bank  upon  the  receipt  by  the  assistant  treasurer  of  a  like 

amount  in  coin,  or  in  called  bonds.    If  called  bonds  cannot  be  obtained, 

then  the  bank  must  deposit  other  bonds  before  those  subscribed  for  will  be 

delivered  by  the  assistant  treasurer.    Thus,  the  government  is  fully  insured 

against  possibility  of  loss.    Ninety  days  after  the  date  of  subscription  the 

treasurer  draws  for  the  amount  subscribed,  and  the  transaction  is  closed,  in 

most  instances,  without  a  dollar  of  coin  being  moved,  because  the  bank 

gathers  up  the  called  bonds,  and  turns  them  over  in  payment  or  exchange 

for  the  new  bonds.    This  transaction  is  repeated  daily,  and  it  thus  happens 

that  at  the  end  of  the  month  a  large  balance  has  accumulated,  the  amount 

varying  according  to  the  sale  and  exchange  of  bonds.    The  entire  business 

is  confined  to  the  exchange  of  four  or  six-per-cent  bonds,  and,  in  fiact,  no 

coin  is  needed,  and  very  little  is  used.    The  bonds  issued  are,  of  course, 

charged  as  having  been  sold  for  coin,  and  in  the  final  settlement,  the  six- 

per-cent  bonds  redeemed  by  exchange  are  charged  as  having  been  pnrchased 

with  ooln.    On  the  books  of  the  department  the  transaction  appears  on  a  coin 

hmoB,  because  the  accounts  could  ke  kept  in  no  other  way." — ^Dec.  21, 1878. 

22 
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M*i<Uih^<;  inv(N(in«Mi(N  titVonliHl  a  Pavomble  opportanhT  torsdl- 
iii^*::  llinii  i\\  II  low  nit('  ol'  iiitcivsl.  (^onp^ress  speDt  much 
uvrr  II  liill  lor  n«(iriiif^  tli«'  IhiuiIs,  and  issuing  new  <hi€s« 
ill);  tlini*  aii«l  a  liall'  |H«r  I'tMit  inlrnst,  and  nmning  for  foctr 
villi**!  lM>ri)n«  \\\v  ^ovrniiiKMit  had  \\w  option  of  paymait.^ 
'riir  liill,  liii\\rv(M\  was  voIihiI.  and  ('undress  adjourned  witb- 
iiiit  I'lirllu'r  art  ion. 

Mr.  NN  nidoin.'  wim  siutHMilinl  Mr.  Shcrnmn  as  secretary  of 
lhi«  ln'ii'iiii'\ ,  nini*<*ivi'«l  (li<*  plan  of  (*ontiiniing  the  bonds  at 
llio  |iliM)  Hire  iil'ilir  pivi'i'Miiiriit,  llion!j;h  U'aring  the  lower  rate 
III'  (inriMiiitl  II  hiiir  |)iM' niit  intrnsl.  Thost;  who  desired  to 
iln  ilii.i  I'll!  iliiir  liiiMil'.  lo  NN'ashiii^ton,  and  new  ones  were 
i-iiinl  iliiivlin,  NNiili  ilio  liift  of  llirir  coiitiniianc^  stamped 
iiiiit  I  iliiii  liill'  rhi>  plan  was  liiirjily  siKxvssrul^  the  Ixmds 
wi  rr  prniiipiU  I'lil  Miiil  rNrliMiiMjitl,  wliili'  tlu'  foivign  holdets 
\\\\M  pullinij  pin  miiii  >N«ri'  |»iiiil,  for  wliicli  ample  resources 

r\r  li-tj  III  llii'  lii'ii  .iir>  .' 

\  lir  I  w.'iiil,  wlnn  ilii«  iiaiional  l>:iiikini!:  a>sfK'iations  were 
If  I  li.iiiin  .1.  iln\  \\t\r  ••nmiiMJ  ihf  privijri!^*  of  exchanging 
I  III-  "  \\  iiiilniii .  "  i«r  (lirrf  Mill!  a  IimIT  piT-i'mts  for  other  bonds 
IhmiIii"  liint'  jMT  i-.'iH  liiinr-.i,  ii»  wh'u'h  was  pvcu  the  ad- 
v:nii:i;'i«  ili.ii  ilit'\  linnlil  not  Im*  inlitsj  until  all  the  three-and- 
a  liall"  pi  r  i.ni  .  w«  n*  p;»lil.  Tin'  anioniit  cxi'liangctl  was  so 
•Trnt,  M  .  wtll  ;i  i  iJu'Mirpliis  iliMt  ronid  iHMJovotcHl  to  paying  the 

'  I'tir  I  III-  liill,  :iv  111  (i.ii-..  Ki'i'.>nl.  |«.  '.»Si». 

'Mr.  \N  in.liiiii,  wlm  \\:ii  ii|i|>oinlttl  Mnnli  .'».  ISSl,  retirinl  Kov.  13,  1861, 
tiiiii  \v:iM  Min-rtMUil  l>y  Mr.  1<\iUmt  tlic  iu'\l  <Iiiy.  On  the  4th  of  September, 
l.ssi,  M r.  <  i rrsli.-iiii  \vi\t*  :i|i|)iiiii(tNl,  aiul  lit'lil  (ho  oflicc  until  the  27th  of 
OridlHT  lollowiii^'.  Oil  tlir'iSttiurtlii'Miiiio month,  Mr.  McCulloch returned 
uiitl  MTvi'il  iluriii^  (lu>  nMiiaiiitltT  ui'  PrisiiK'nt  Aiihiir's  ailminL^tration. 

'  »S.*4^  Mr.  Wiiuiiiiirs  lotti'r  tu  Am.  HiuikiTH  Abwx:int ion,  giving  an  aooount 
of  hiu  refunding  of  ihv  Utmitt,    ProoedlingM,  1881,  p.  26. 
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three-and-a-half  per-oents,  that  in  a  short  time  only  the  threes 
remained  within  the  pleasure  of  the  government  to  discharge. 
It  happened  that  at  the  time  fixed  for  concluding  the  his- 
tory of  our  finances,  Mr.  McCuUoch,  who  was  at  the  headiof 
the  treasury  department  at  the  close  of  the  war,  and  when  the 
debt  reached  its  greatest  height,  was  also  secretary  of  the 
treasury.  He  remarked  that  it  was  in  the  highest  d^ree 
gratifyir^  to  him  to  notice  the  great  reduction  that  had  been 
made  in  the  interval.  On  August  31,  1865,  the  indebtedness 
less  cash  in  the  treasury  was  $2,756,431,571,  the  annual 
interest  charge,  $150,977,697.87,  and  the  aven^  rate  paid 
was  6.34  per  cent.  On  November  1,  1868,  near  the  close  of 
his  first  term  of  service  as  secretary,  the  debt  less  cash  in  the 
treasury  was  $2,484,935,552.82,  the  annual  interest  charge 
had  been  reduced  to  $126,408,343,  and  the  average  rate  paid 
was  5.8  per  cent.  Sixteen  years  later,  on  November  1,  1884, 
the  net  debt  was  $1,408,482,948.69,  the  interest  charge  was 
only  $47,323,831.70,  and  the  average  rate  paid  was  3.92  per 
cent.  The  four  following  lines  are  unparalleled  in  the  history 
of  financial  prose. 

Bedaction  of  debt  in  sixteen  years  ....  $1,076,452,604.13 

Reduction  of  annual  interest  charge  ....  79,084,511.50 

Reduction  of  debt  in  nineteen  years  ....  1,347,948,622.74 

Reduction  of  anniial  interest  charge  ....  103,653,866,37 

"  In  the  management  of  its  debt  ^'  said  Mr.  McCulloch,* 
"  the  United  States  has  been  an  example  to  the  world.  Noth- 
ing has  so  much  surprised  European  statesmen  as  the  fact  that 
immediately  after  the  termination  of  one  of  the  most  expensive 
and,  in  some  respects,  exhaustive  wars  that  has  ever  been 
carried  on,  tlie  United  States  should  have  commenced  the 

'  Ann.  Treas.  Report,  1884. 
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i:.;f ;  v*it  s^hL^r  Le  iir^i.  n-.r  Li?  LL?  ^ci'iiite?*:-?.  ro  use  a 
ooilar  to  r^i-^'re  :h'r  »i*i*:  \^^.  th-:  fcan-iird  •:'f  f<ivii..En:  AmU 
F/:  fijiii!;:^!  trjrn  20M  ti>  rilver.  Th:*:  3  2i:::-a  sj  opulent, 
s&:i'J  with  ru';h  Li^h  rarf-jnal  txpEtrtatioa*.  ^^j  is^-il-e  in  l»n\>w- 
iiij  a-vl  ■<>  joTO'irlv  pp>mpt  ia  p<iviii^.  sh'XiId  tid-ypi  a  polkr 
f'^r  fh:}aAn'i£  it--  Ttan'lanl  •.•f  valae  an«i  oi-ntiEUt:  ii  in  the  dear 
kiih'^'Mi:*:  of  arr:r^mpiL-liin^  this  r^TiIt.  L?  03^  of  th'Dee  sense- 
l'^*>,  jjani/loxfft  which  t*»  ofttn  have  giv^n  the  «:»rhenvi5e  bril- 
liant coloring  of  our  financial  history  a  darker  hue. 


1865.]  THE  NATIONAL   BANKING  SYSTEM.  341 


CHAPTER  IV. 

THE  NATIONAL  BANKING  SYSTEM. 

After  Congress  gave  a  preference  in  the  spring  of  1865  to 
the  State  banks  which  should  apply  before  the  1st  of  July 
following  for  conversion  into  national  banking  associations^ 
"  nearly  all  of  the  State  banks  voluntarily  changed.''  This  is 
the  language  of  the  comptroller  in  his  annual  report  for  that 
year.  He  was  correct;  but  when  we  consider  the  induce- 
ments offered  to  them  to  change,  and  the  heavy  burdens  they 
would  have  borne  if  they  had  not,  the  language  is  strained. 
Clearly  seeing  their  disadvantage  in  the  future  race  for  busi- 
ness if  they  remained  State  institutions,  they  changed  so 
rapidly  that  on  the  1st  of  November  nine  hundred  and  twenty- 
two  of  the  one  thousand  six  hundred  national  banks  were  con- 
verted ones.  Thus  in  two  years  and  a  half  from  the  time  of 
organizing  the  first  national  bank,  the  national  system  became 
firmly  established.  Bom  in  national  agony,  and  always  en- 
compassed with  enemies,  the  system  has  proved  its  superiority 
to  every  other  tried  in  our  country,  and,  like  a  good  man,  has 
won  more  and  more  popularity  '^  with  the  process  of  the 
suns." 

The  first  effect  of  converting  the  State  banks  was  to  dimin- 
ish the  aggr^ate  bonk  circulation,  for  the  reason  that  no 
national  currency  was  delivered  to  a  converted  bank  until  its 
former  dbrcolation  was  reduced  below  the  amount  prescribed 
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by  the  national  law.  As  several  of  the  States  which  author- 
ized the  conversion  of  their  banks  gave  them  authority  to  con- 
tinue the  issue  of  their  State  circulation  for  a  limited  period 
after  effecting  the  change,  the  action  of  the  comptroller  caused 
much  complaint.  Yet  he  was  unquestionably  right;  they 
were  bound  to  discharge  all  their  former  obligations,  including 
the  redemption  of  their  circulation,  and  State  enactments 
granting  privil^es  or  imposing  restrictions  contrary  to  the 
national  banking  law  were  void. 

On  the  1st  of  October,  1865,  the  amount  of  national  bank- 
notes in  circulation  was  $171,321,903,  beside  $19,525,152  in 
their  possession  and  not  issued.  The  outstanding  State  bank- 
notes at  that  date  were  $78,867,575,  and  the  l^al  tender  and 
fractional  currency  amounted  to  $704,584,658. 

As  we  have  seen,  when  Congress  first  discussed  the  bill  for 
establishing  the  system,  one  of  the  strongest  objections  was 
the  imperfect  method  for  redeeming  the  circulation.  This 
imperfection  was  acknowledged  by  the  comptroller,  the  head 
of  the  treasury,  and  other  persons  who  were  engaged  in  ad- 
ministering the  law.  When  it  was  revised  the  next  year  a 
step  in  advance  was  taken.  Mr.  Clarke,  who  succeeded  Mr. 
McCuUoch  as  comptroller,  recommended  that  the  banks  be 
required  to  redeem  their  notes  in  "the  great  financial  and 
commercial  centres  of  the  country.  New  York,  Boston,  and 
Philadelphia."  This  recommendation  was  heartily  indorsed 
by  the  secretary.  There  were  very  few  banks  outside  New 
York,  Boston,  and  Philadelphia,  which  did  not  keep  their 
chief  balances  in  one  of  them,  as  a  regular  demand  existed  at 
that  time  for  exchange  on  those  cities.  It  was  contended  that 
where  the  current  of  trade  required  the  banks  to  keep  accounts 
for  their  own  accommodation  and  that  of  their  customers  and 
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the  public^  there  should  redemptions  be  made.  A  bill  was 
introduoed  embodying  the  comptroller's  recommendation,  but 
the  banks  were  opposed  to  it  and  prevented  its  passage. 

The  next  year  the  comptroller  renewed  his  recommendation. 
He  declared  that  when  the  notes  became  redeemable  at  a 
common  centre,  which  should  be  the  centre  of  trade,  their 
amount  would  be  "  regulated  strictly  by  the  demand."  When 
the  volume  was  greater  than  needful  to  do  the  business  of  the 
country,  the  banks  would  be  required  to  redeem  the  surplus 
and  it  would  be  retired.  When  trade  was  active  and  more 
currency  was  needed,  the  banks  would  expand  their  issues,  and 
redemptions  would  not  be  demanded  until  the  season  of 
activity  was  over.  If  all  the  banks  were  required  to  conform 
to  a  uniform  standard  of  responsibility,  the  burden,  equally 
divided  among  all  in  proportion  to  their  circulation,  would  be 
light,  because  the  aggregate  redemption  at  any  time  would  not 
exceed  the  surplus  of  notes  in  circulation ;  if  such  a  rule  were 
not  established,  the  burden  would  be  unequally  borne,  and 
would  fall  most  heavily  on  those  banks  which  conformed  to 
the  highest  standard,  compelling  them,  by  the  frequent  return 
of  their  notes,  to  contract  their  issues,  while  the  remote  banks 
would  be  tempted  to  undue  expansion  by  the  difficulty  and 
expense  of  returning  their  notes  for  redemption.  One  effect, 
therefore,  would  be  an  overflow  of  the  inferior  currency. 

The  strongest  objection  raised  at  this  time  to  a  central 
redeeming  agency  was  the  rendering  of  the  country  banks 
tributary  to  those  of  New  York.  This  objection,  by  many,  was 
regarded  groundless,  but  the  danger  could  have  been  entirely 
averted  by  organizing  a  national  bank  in  New-York  City,  hav- 
ing  no  circulation,  and  acting  as  the  redeeming  agency  of  the 
isotuitry,  and  the  clearing-house  of  all  the  national  bank-notes 
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and  New  York  were  redeemable  only  at  the  counters  of  the 
issuing  banks.  The  notes  of  such  banks  in  ordinary  times 
came  back  slowly ;  in  truth,  it  may  be  said  that  nearly  two- 
thirds  of  the  banks  of  the  country  did  not  redeem  their  notes. 
The  New  England  banks,  though,  had  a  different  system  of 
redemption,  redeeming  not  only  over  their  counters,  but  also 
at  the  Suffolk  Bank,  in  Boston,  which  received  as  a  compensa- 
tion, the  profits  on  the  money  sent  for  redeeming  bank  circula- 
tion. By  the  New- York  system,  notes  were  redeemed  at  par 
at  their  place  of  issue,  and  at  one-quarter  of  one  per  cent  dis- 
count in  New- York  City,  Troy,  and  Albany.  Both  of  these 
systems  were  quite  satisfactory,  but  would  have  been  less 
effective  had  they  embraced  all  the  banks  of  the  country. 
The  Suffolk  system  was  limited  to  five  hundred  banks  in  six 
States,  having  an  aggr^ate  circulation  of  $500,000,000 ;  the 
New- York  system  was  limited  to  the  banks  of  a  single  State. 
Some  reasons  did  truly  exist  for  perfecting  the  mode  of 
redeeming  national  bank-notes.  One  reason  was  that  persons 
desired  occasionally  to  exchange  them  for  legal-tender  notes  to 
pay  debts  when  the  other  kind  would  not  suffice.  Another 
reason  was  that  banks  occasionally  wished  to  exchange  bank- 
notes for  legal-tender  notes  in  order  to  replenish  their  reserve. 
A  much  more  potent  reason  for  providing  an  effective  mode 
of  redemption  was  to  exchange  soiled  and  mutilated  notes  for 
fresh  ones.  The  mode  of  redemption  first  devised,  even  with 
the  improvement  of  the  following  year,  was  not  sufficiently 
active  to  drive  the  notes  into  the  places  designated  for  redemp- 
tion. The  entire  stream  of  circulation  became  polluted,  and 
the  need  of  purifying  it  after  a  short  time  was  manifest.  Not 
until  1874^  did  Congress  enact  that  the  bank  circulation 

^  Act^  June  20, 43  Cong.,  first  Bessioii,  chap.  343. 
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should  be  redeemed  by  the  United-States  treasurer  at  "Wash- 
ington. To  accomplish  this  end  the  banks  were  required  to 
deposit  with  him  five  per  cent  of  their  circulation  in  lawM 
money,  which  was  counted  as  a  part  of  their  la^vful  reserve. 
What  the  law  did  to  purify  the  polluted  stream  of  circulation 
may  be  seen  from  the  following  table.  The  amount  of  muti- 
lated notes  returned  to  the  comptroller's  office  for  destruction 
for  the  years  ending  October  31,  was : 

1869 $8,603,729 

1870 14,305,689 

1871 24,344,047 

1872 80,211,720 

1873 36,433,171 

1874 49,939,741 

1875 137,697,696 

1876 98,672,716 

The  annual  quantity  since  returned  has  been  much  less 
than  for  any  year  above  mentioned.  The  banks  have  paid 
the  expense  of  redemption,  and  the  mode  has  proved  simple 
and  effective.  A  reserve  fund  of  money  must  be  kept  some- 
where, and  this  can  be  done  as  safely  by  the  government  and 
at  Washington,  as  by  the  banks  and  in  New  York.  It  is  gener- 
ally admitted  that  the  mode  of  redemption  thus  established  after 
ten  years  of  thought  bestowed  on  the  matter  is  the  best  prac- 
ticable, and  is  not  likely  to  be  soon  changed. 

Although  the  banks  were  relieved  from  keeping  in  their 
vaults  a  reserve  to  redeem  their  circulation,  they  were  required 
to  keep  the  same  reserve  as  before  for  the  payment  of  de- 
posits. As  the  agencies  for  redeeming  the  circulation  were 
abolished,  it  was  the  clear  design  of  the  law  that  the  country 
banks  thereafter  should  themselves  keep  that  portion  of  their 
reserve  which  previously  had  been  kept  with  their  redemption 
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agencies.  In  other  words,  as  the  government  had  become  the 
sole  redeeming  agent  with  which  all  banks  kept  a  redemption 
fund  to  the  amount  of  five  per  cent  of  their  circulation,  it  was 
not  necessary  for  any  bank  to  keep  a  fund  elsewhere  for  that 
purpose.  But  the  law  was  not  changed  which  permitted  the 
banks  in  the  redemption  cities  "  to  keep  one-half  their  lawful- 
money  reserve  in  cash  deposits  in  the  city  of  New  York.^' 
The  operation  of  the  law,  therefore,  was,  that  the  country 
banks  were  required  to  keep  a  fund  equal  to  five  per  cent  of 
their  circulation  at  Washington,  and  another  fund  of  ten  per 
cent  of  their  circulation  and  deposits  at  home.  The  banks 
in  the  redemption  cities  must  keep  a  similar  reserve  fund  at 
Washington,  and  another  of  ten  per  cent  in  their  own  vaults. 

The  keeping  of  a  large  portion  of  the  reserves  of  the  banks 
outside  New- York  City  with  the  banks  located  there  continued. 
This  reserve  feature  of  the  system  excited  much  bank  opposi- 
tion for  a  long  period.  The  requirements  of  many  of  the 
States  had  been  very  vague  and  loose.  There  were  indeed 
some  exceptions.  The  States  of  Massachusetts  and  Louisiana 
particularly  required  the  keeping  of  an  ample  reserve.  New 
York  did  not  have  such  a  requirement.  The  country  banks  of 
that  State,  however,  were  required  to  redeem  their  notes  in  the 
city  of  New  York  in  specie,  and  an  examination  of  their  returns 
showed  that  while  they  usually  kept  only  about  two  and  a  half 
per  cent  of  circulation  and  deposits  in  their  vaults,  they  did 
keep  on  deposit  with  their  city  correspondents  nearly  as  large 
portion  of  reserve  as  they  do  now  under  the  national  system. 

Those  who  at  an  early  date  advocated  a  free  banking  law 
and  the  expansion  of  the  currency  general,  also  favored  quite 
generally  the  repeal  of  all  reserve  r^ulations.  In  truth,  they 
&vored  the  freest  kind  of  banking.    They  did  not  believe  in 


•::*' ;.-.::■  r.  ""^  ^:::-  ::  ..::.:m:sv.  ^iL  i  u:!!  t^-tt  lur  -aLfHirJu 
•i-  rjr-n  iir-  ^^■-r-:.':*f-r.:  i-ii-i^  ^:  u:.:  ir^iic*'  "Sr  ami  %iiii 
ii«  r--.  Za  -r*!  f.  .!►-'•  ■  .ir.-r.i!-:  "Hii  T-i^rf --r  ■mjpir  'le 
.u«-.i.n;j.  ~A'.'r-     ■:,•:.'    :■  '    •     ■-    i    -::i:i     r    ii'Tt*  -•  .unc  J5  a 

y.  r  VL-  -.;;.-   :•  -ir.  •:    •  i :::::»-:   -  it-:"  ■»■  -j.i'—  ^:it^  xanred 

»"  T  :•     ^'lir---:  Ma:   r  v>  i  -■::---  r-jiitri;-  S  r  ^nir  jarL  iniH:?. 
S.'V.r-  ■:ir..i.-  '.'ir.-r.i;::!-".   '.:*-  it  •  "^r-ii-.      T^*-*"  'iniim-i   imr  riie 

V.!*  ■»==-"  /:•:.-.•    •' '..-  :.'.:■  »:.*.'    :'  ii:  •:■-'"  "^ir  ■••::•  H-'i   >  j.aj:i»-L 

•        ■  ■  ■  • 

p^-r'.rv.rr::  *'  .1--.  .-  ■;•  '' -  •  -:  -.-.•-  'r... '■•i-r  it-  ci  '.■  >-.  izti  ••-^tir 
*:.'■.  u-y.^r.-.r  ••  '.'.»:r  r-^:.*  '•-.■.■.»:.■:  z'"r-:-r  '-'-^i-'  Thev 
a.-».  ■  .A. ::.^:s\  \::\:  -;..  ;■.  ..i '•  -     :-.-  -rr.-^l  v.e    ji-ii.-  zr.c  -fXTtinii- 

^  -r  ■  •  -      -  ■ 

'«'•■■:  -  .   .  ■.    t,.  .'  ..      ■':...-•.-.     ..—   ■■:-       T.    *  .r^r  ■^'r?*_'.<i?  v.'£ 

■'   ■      ■-»■■•■         '^z-        ..■-    •,  ■   •    ■-.         1  ..-■:    .'   jr..  ;.     'J.^—    ■.  .      ■■•ir.  ^-*.    m 

f  ■' f  '■,  f'.f  'ifi'l' r  J)i<:  .Sr;if/;  -v-N:rfi-.  ;i:»»:n  no  .sui.h  pni'vUion 
«:i-.N/l,  III'/  'li'I  ■•/;.  l'f,r  th*;rri,  iri«If:f,<l,  -iifh  a  law  wa?  not 
/I" 'I"!;  i»  .;i\  flioiif'fi,  for  thf;  liank.^  that  did  not  like  it. 
'I'll'  y  -.vi-lird  to  lfi;iii  all  tlicy  rx>uld,  and  too  much,  and  the 
law  j-.\tpiA  III  tlii-ir  way. 


1878.]  THE  NATIONAJL  BANKING  SYSTEM.  349 

The  reserves  which  the' banks  outside  New- York  City  were 
required  to  keep  were  sent  in  large  amounts^  though  irr^u- 
larly,  to  New  York.  When  business  was  dull  and  outside 
banks  could  not  employ  their  funds  profitably,  they  were  sent 
to  New  York  to  await  the  revival  of  business.  The  banks  in 
New  York  having  no  legitimate  way  for  employing  the 
money  at  such  times,  and  threatened  with  the  loss  of  interest 
which  they  had  promised  to  pay  thereon,  loaned  it  to  stock 
brokers.  Thus  the  banks  tempted  the  brokers  to  buy  stocks 
by  offering  them  money  at  low  rates.  On  the  other  hand,  as 
these  loans  were  made  on  very  short  time,  the  lending  banks 
could  always  obtain  funds  if  they  were  wanted  to  supply  the 
demand  of  the  country  banks.  If  this  way  had  not  been  open 
to  the  New- York  banks  for  employing  their  deposits  they 
could  not  have  afforded  to  pay  interest  on  them,  and  they 
would  have  been  less  profitable ;  on  the  other  hand,  this  prac- 
tice stimulated  speculation  and  enhanced  the  danger  of 
monetary  panics.  A  bank  would  not  have  paid  interest  on 
"  country  balances,"  as  they  were  called,  if  they  could  not  be 
used,  and  the  banks  would  not  have  dared  loan  a  considerable 
portion  of  them  on  time.  All  loans  on  call  were  to  specu- 
lators. No  other  persons  had  such  a  use  for  money.  No 
merchant  or  manufacturer  would  borrow  in  that  way.  This 
striking  fact,  therefore,  appears — while  the  banking  law  wisely 
provided  for  the  maintenance  of  an  adequate  reserve,  a  very 
large  portion  of  it  was  actually  used  by  New- York  specula- 
tors. Though  this  fact  was  well  known,  and  caused  much 
comment,  no  legislation  was  attempted.  In  1873,  when  a 
panic  broke  out  in  that  city,  caused  by  a  sudden  demand  of 
the  country  banks  for  their  reserves,  the  New- York  banks 
found  great  difficulty  in  responding.    The  $60,000,000  of 
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It  v.fi-:  r-Lnrlv  -f-«;n  h"W  all  the  mi-*.-hiel'  had  bten  caused, 
an'l  \\if-  rf'iwAy  '.va- apparent — iiaintly.  t«»  stop  paying  interest 
oil  ih\t<t-h^?  ()f  coiir-».-,  if  thi-  iia  i  \>Cx-n  done,  the  cijuutrj' 
hfwik-  would  have  kept  their  dt'pjsit-  at  hi>uie,  and  the  New- 
York  hank-  \\oiiId  not  have  had  the  use  of  them.  Two 
[larti^'s  r-xi-t  to  this  qfiestion  :  it  ha^  Ix-en  disciiss<:xl  numlx^rless 
times,  hilt    not   settled,  and   pn^bably  never  will  be.     The 

'  A  fvmiTnittce  .MfifXiintwl  by  the  New- York  Clearine-hoiise  Association 
in  187'{,  nKx>rnnien(lc<l  "that  payment  of  interest  u|X)n  depositSy  either  di- 
r<f  tly  or  indirectly,  be  entirely  pn)hibjted."     A  similar  report  was  made  in 

IHHl.     See  3i»  Hank.  Mm/ .  • 
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prudent  bankers,  who  are  content  with  fair  profits,  condemn 
the  practice ;  the  banks  that  wish  to  make  the  most  they  can, 
notwithstanding  the  risks  they  clearly  see  must  be  incurred, 
fevor  their  payment 

Those  who  were  opposed  to  l^al  regulations  concerning 
the  reserve  were  likewise  opposed  to  bank  examinations. 
The  law,  at  the  outset,  required  these  to  be  made,  and  they 
have  always  been  continued.  The  strong  and  well-managed 
banks  have  always  favored  publicity,  the  weaker  and  more 
daring,  with  some  exceptions,  have  been  opposed  to  it 
The  country  was  divided  into  twenty-five  districts,  and  an 
examiner  was  appointed  for  each  district  Instructions  were 
issued  to  them  by  the  first  comptroller  of  the  currency,  Mr. 
McCuUoch,  and  with  longer  experience  greater  eflSciency  has 
been  attained  in  conducting  examinations.  ^^This  ofiScial 
inquiry,"  said  Comptroller  Cannon,  in  the  annual  report  for 
1884,  ^^  into  the  af&irs  of  a  national  bank,  does  not  end  with 
the  mere  inspection  of  the  cash,  bills  receivable,  books  and 
accounts  of  the  association,  but  the  examiners  are  instructed 
to  closely  scrutinize  tlie  business  of  the  bank,  to  investigate 
the  standing  and  fitness  for  their  positions  of  the  persons  to 
whom  the  management  of  the  affairs  of  the  association  are 
intrusted,  and  in  the  manner  in  which  the  business  is  usually 
conducted,  whether  prudently  or  otherwise ;  to  ascertain,  as 
fiu"  as  possible,  the  character  of  the  loans  aod  discounts  of  the 
bank,  and  what  losses,  if  any,  have  been,  or  are  likely  to  be, 
sustained." 

On  the  history  of  bank  examinations  we  cannot  dwell ;  if 
some  losses  have  occurred  which  more  efficient  examinations 
would  have  prevented,  they  have,  doubtless,  prevented  the 
happeoing  of  &r  greater  losses.    The  &ct  that  the  strongest 
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aiid  be^t-PLianaz^  baak5  £ivor  fa*:-h  e3Buniziadoiis  is  proof  of 
their  u*xil.  an«]  ih^ii  thejr  are  a  ch^k  OQ  operadcHis  that  other- 

wij^  would  bt  iindrrtaken. 

Albert  iTalLnia  wr»»it,  in  ISCl.  '"Another  great  gnanmtee 
agaiii>t  iinpn:>pt:r  management  is  the  i>bligation  to  make  public 
auuii:il  >tatecient;<  of  the  sitoatiMn  *j{  the  bonks.  The  mvstor 
with  whioh  it  was  formerly  thouzht  necessary  to  conceal  the 
ojxiniti'.-as  of  thcte  institutions  lias  been  one  of  the  moet  pro- 
Hrio  aiu?es  of  erniintous  opinions  on  that  subject,  and  of  mis- 
nuiuiii^^ment  on  their  pan.  .  .  .  Publicity  is,  in  most  cases,  one 
of  the  U>t  oh^'ks  tliat  can  be  de\"ised  :  it  inspiies  confidoxse 
and  streUiTthfUs  ciwlit,  whilst  concealment  b^*ts  distrust,  and 
often  euiieuders  uaju?t  sii>pi».ions/* '  The  reports  and  examin- 
ation? retjuired  by  the  g«.^vemment  have  done  much  to  let  the 
public  inside  the  bcmks,  and  to  show  how  they  are  managed. 
The  D^ult  hari  Ixreu  nii>i  beneficial.  In  no  country  in  the 
world  ha-r  a  Ijunking  system  been  so  open.  Confidence  in  the 
liarik-  i.s  ^'jjiier  where  it  is  5C»eu  that  they  are  true  to  their  char- 
ts; r-  of  iri'-orf/'tnitlon,  and  the  public  will  always  regard  them 
witli  ffion^  fiivor  than  if  thov  live  in  a  t^mb  of  concealment. 

T1j«:  ytrsir  aftf-r  jK.'rf»,-ctiug  the  nnxlo  of  retleeming  the  bank 
circrilation.  the  rr^ti'itrtion  on  the  amount  that  could  be  issued 
wa^:  reniovefl.'-  Congress  had  acted  wisely  in  clarifH"ing  the 
circulation  l»efore  thus  enlarging  the  stream.  In  the  interval 
the  rjriginal  limit  of  S300,0<X),W0  had  lieen  twice  increased, 
in  onJer  to  ef[ualize  the  bank  circrulation  among  the  States,  the 
n-ason  for  which  is  worth  explanation. 

'  ConHiderations  on  the  Currency  and  Banking  System,  p.  70.    See  also 
Comp.  Knox*H  Keiiort,  18S1. 

'  Act,  Jan.  14, 1875,  43  Cong.,  second  session,  chap.  15,  sec  3.    This 
the  Act  which  provided  for  the  resomption  of  specie  payments. 
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The  original  Act  apportioning  one-half  of  the  bank-note 
circulation  on  the  basis  of  population^  and  the  other  half  on 
that  of  banking  capital,  resources  and  business,  was  repealed 
in  1864,  and  the  distribution  of  the  circulation  was  left 
to  the  discretion  of  the  comptroller.*  The  next  year  this 
feature  of  the  original  law  was  restored,  at  the  same  time  the 
internal  revenue  law  provided  that  all  State  banks  which 
applied  before  the  first  of  July  to  become  national  banking 
associations  should  have  the  preference  in  obtaining  a  circu- 
lation. The  two  amendments  were  not  harmonious,  and  if 
the  apportionment  had  been  made  by  the  original  law  many 
of  the  converted  State  banks  could  not  have  obtained  as  large 
circulation  as  they  could  by  the  revival  of  the  original  law. 
But,  as  it  seemed  to  be  the  intention  and  policy  of  the  law 
providing  for  the  conversion  of  the  State  banks,  so  the  comp- 
troller thought,  to  absorb  all  of  them  rather  than  to  create 
new  banks  in  addition,  the  comptroller  permitted  the  conver- 
sion of  State  banks  without  limitation.  He  was  wrong,'  and 
the  efiect  of  his  action  was  a  very  unequal  distribution  of  the 
currency,  some  of  the  States  receiving  fiu*  more  than  their 
share  by  the  law  of  apportionment,  and  leaving  but  a  very 
limited  amount  to  be  awarded  to  the  Southern  and  to  some  of 
the  Western  States.  The  government  having  assumed  control 
of  the  currency,  it  was  obviously  its  duty  to  provide  banking 
facilities  to  all  sectioas.  As  the  Southern  States  were  in  rebel- 
lion  when  the  national  banking  system  was  launched,  they 
were  too  late  to  employ  it  in  their  section  of  the  country.  The 
comptroller  maintained  that  the  deficiency  should  be  supplied, 
first,  because  it  was  important  to  all  sections  of  the  country, 

^  Comptioller's  Beport,  1866. 

'fihcrrman's  Speeches,  pp.  214,  216, 222. 
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i,iix:r\\-r  '.:>:.•;  fX;:ar:-:.o:».-:  ii.-:ii  in  «;ir'  .;Ii:::n  r^pidlv  enouirh 
t'.'  \mtiii\'.  t;.';  i>-ui:jj  ofoth-.-r  notr-  :•.»  Unik:?  in  the  Souih  and 
AV^'t:  i;i  tl::-^:  to  ruriii-rli  tl.»:  n.-ji'rf  d^r^irtil.  This  plan,  how- 
ever, lj:i'l  ill*:  ix]>]tTtf\"A  iji  th'r  .-^.-fTfrxary  of  the  treasury,  Mr. 
M':C'ii!'/h.  Til*-  «rornpip.ill';r,  t^a  the  other  band,  favored  an 
iu«;n<i.-<:,  hilt  M;  a«]ju.-t<.-<l  that  the  amount  should  not  exceed, 
''at  any  tirfj'.-,  or  in  auy  month/'  the  amount  of  legal-tender 
note-  witli'lruwrj  hy  the  law  wliich  at  that  time  authorized 
their  couinurtion. 

The  plan  wloitUal  wa-  a  comprnmiHe.     The  sum  of  $54|000^« 
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000  was  to  be  furnished  to  the  banking  associations  then 
existing,  or  thereafter  organized  in  "  those  States  and  Terri- 
tories having  less  than  their  proportion  under  the  apportion- 
ment contemplated  by  the  provisions "  of  the  Act  of  March 
3,  1865,  if  the  applications  were  made  within  a  year,  other- 
wise the  comptroller  could  issue  it  to  other  banking  associations 
applying  for  the  same,  giving  preferences  to  those  having  the 
greatest  deficiency.*  After  the  whole  amount  should  be  dis- 
tributed, $25,000,000  were  to  be  withdrawn  from  those  banks 
which  had  an  excess,  and  distributed  among  other  banks  in 
States  having  less  than  their  proportion. 

Such  an  increase  of  bank  circulation  would  have  enlarged 
the  volume  of  currency  if  the  law  had  not  provided  that  a 
similar  amount  of  the  three-per-cent  certificates,  issued  in  1867 
and  1868,  and  held  mostly  by  the  banks,  should  be  cancelled.* 
These  certificates  were  payable  in  lawftil  money,  and  were 
authorized  for  the  purpose  of  redeeming  the  compound-inter- 
est notes.  They  largely  entered  into  the  reserve  of  the  banks ; 
no  effect,  therefore,  was  wrought  on  the  quantity  of  circula- 
tion ;  the  three-per-cent  certificates,  which  were  a  somewhat 
dangerous  loan,  because  payment  could  be  demanded  at  any 
time,  were  supplanted  by  national  bank  circulation. 

The  additional  circulation  was  soon  issued,  and  the  comp- 
troller made  preparations  for  drawing  $25,000,000  from  the 
banks  having  an  excess.  It  would  be  principally  taken  from 
the  banks  in  the  States  of  Massachusetts,  Rhode  Island,  and 
(Connecticut.'  If  withdrawn,  the  circulation  of  no  bank  in 
either  of  those  States  would  have  exceeded  $300,000.  When 
carefully  studied,  the  law  was  found,  like  many  a  previous 

*  Act,  July  12, 1870,  41  Cong.,  second  session,  chap.  252. 

*  Ibid.,  sectiim  2.         '  Sen.  Mis.  Doc,  No.  100,  39  Cong.,  fiist  aession. 
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one,  far  more  difficult  to  execute  than  to  enact.  It  -was  quite 
impossible  for  the  banks  to  respond  if  tlie  comptroller  should 
make  n.H|ui.sitiou  on  them,  becau;*o  their  notes  were  scattered 
througliout  the  eountr}-.  If  they  did  not  comply  with  such  a 
requisition  within  a  year,  the  comptroller  was  empowered  to 
sell  a  sufficient  amount  of  bonds  belonging  to  the  banks  and 
held  by  the  government,  and  nxleem  their  notes  as  they  came 
into  the  treasur}',  until  the  whole  amount  required  was  ob- 
tained. But  the  notes,  as  tlie  comptroller  remarked,  would 
not  come  to  the  troiisurj'  for  redemption  unless  first  assorted 
by  the  brokers,  and  resold  by  them  to  new  national  banks 
about  to  l>e  organized.  This  would  encourage  the  objection- 
able practice  of  authorizing  new  national  banks  with  circula- 
tion, on  the  condition  that  cuiTcncy  should  be  purcliased  of 
tlie  brokers  in  the  market  at  a  premium.  Tlie  comptroller 
recommended  a  iTjx^il  of  the  law,  and  the  issue  of  ^5,000,000 
of  additional  ciivulation  annually,  for  five  years. 

The  majority  in  Congress  were  eager  to  increase  the  Ixmk- 
note  circulation,  but  President  Grant  was  not,  for  he  vetoed 
a  1)111  which  incrciusal  the  amount  §46,000,000.  Congress 
then  enactc\l  that  S5o,000,000  should  Ix?  withdrawn  from  the 
banks  having  more  than  their  proiK>ilion,  and  lye  redistributed 
to  those  which  had  received  less  than  theirs.  That  law 
also  gave  the  banks  authority  to  withdraw  their  circulating 
notes  in  whole  or  in  part,  by  depositing  them  with  the  United- 
States  treasurer  in  sums  of  not  less  than  §9000,  and  of  with- 
drawing the  bonds  de2)osit(Ki  to  secure  them.^  No  authority- 
had  been  previously  granted  to  the  banks  for  withdrawing 
their  circulation.  Some  of  them  withdrew  their  circulation, 
while  new  banks  deposited  bonds  and  received  the  circulation 

^  Act,  June  20, 1874. 
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to  which  they  were  entitled.  The  retiring  of  the  circulation, 
however,  went  on  more  rapidly  than  the  issuing  of  additional, 
so  that,  in  truth,  it  was  not  necessary  to  make  requisition  on 
the  Eastern  banks  to  surrender  a  dollar.  The  circulation  was 
largest  on  December  1,  1874,  amounting  to  $352,394,346. 
After  enacting  the  law  of  June,  1874,  the  circulation  decreased 
$30,869,655  before  the  end  of  1877.^  After  that  period  it 
b^an  to  increase,  though  never  ascended  the  figures  just  stated* 
In  1881  there  was  a  notable  decrease,  occasioned  by  the  action 
of  Congress.  An  Act  was  passed  authorizdng  the  issue  of  a 
three-per-cent  bond  for  refunding  purposes,  and  requiring  the 
banks  to  deposit  it  as  security  for  their  circulating  notes,  and 
repealing  the  law  of  June,  1874,  authorizing  the  banks  to 
deposit  lawful  money  and  withdraw  their  bonds.  The  Act  was 
vetoed,  but  one  hundred  and  forty-one  banks  not  knowing 
what  would  be  its  fate,  and  preferring  to  get  their  bonds 
to  depositing  others  bearing  three  per  cent  iirterest,  promptly 
deposited  $18,764,434  of  legal-tender  notes.  They  were 
located  in  twenty-four  States.  About  one-third  of  the  bonds 
was  re-deposited,  and  for  several  months  the  total  circulation 
of  these  banks  was  less  than  $7,000,000.  They  were  charged 
with  depositing  legal-tender  notes,  and  withdrawing  their 
bonds  in  order  to  derange  the  money  market,  though  there 
was  no  proof  to  sustain  it.  The  sole  reason  was  to  get  pos- 
session of  their  bonds. 

*  Comptroller  Knox  said,  in  his  Report  for  1S78,  "  Since  the  passage  of 
the  Act  of  June  20,  1874,  the  national  banks,  so  far  from  considering  the 
privilege  of  issuing  circulation  a  profitable  monopoly,  have  voluntarily 
surrendered  $66,237,323  of  their  notes,  which  is  $29,463,467  more  than  has 
been  iasoed  to  all  of  the  banks  organized  since  that  date,  while  one  hundred 
and  fbtrty-foor  banks,  with  capital  stock  amounting  to  $15,517,000,  and  a 
cixciilation  of  $9,190,718,  hftve  gone  into  voluntary  liquidation." — p.  145. 
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In  1  's  I  .J,  liie  year  after  authonzmg  an  increase  of  $55,000,- 

^-^)  *A  t/ank-nottsj,  the  rfestrlerion  on  their  iseae  was  removed, 

an-J  the  rierjnrian,-  of  the  tKasiiry  was  required  to  redre  legal- 

t': j'ior  notfei  to  the  amount  u(  eighty  per  cent  of  the  n«t4^T»^t 

J^k-notfei  thereafter  is.^ued,  until  the  amount  was  xcduoed  to 

«-i*>J/.HXj/Xjij.     ^^•hen  they  had  taken  out  $44,148,730  of 

such   additional    circ-ulatiijn,   and   legal-tender  notes   to   tbe 

amount  of  eighty  per  «nt,  or  835,318,984,  had  been  retiral. 

Congress  declared  that  it  should  not   ''be   lawful  for  the 

secretarj-  of  the  treasurj-,  or  other  oflBcer  under  him,  to  canoel 

or  retire  any  more  of  the  United  State:;  legal-tender  notes,"* 

and  when  redeemed  or  received  into  the  treasury  under  any 

law,  from  any  source  whatever,  they  should  **  belong  to  the 

United  States,"  and  should  **  not  be  retired,  cancelled,  or 

dfeitroyed,"  but  "  re-Usucd,  and  paid  out  again  and  kept  in 

circulation." »     When  enacted,  S346,681,016  of  1^-tender 

notes  were  outstanding,  nor  liao  the  law  since  been  changed. 

As  the  govemmeut-bouds  appreciated  in  value,  the  interest 
of  the  banks  to  buy  or  to  retain  them  as  a  basis  for  issuing 
ciR'uliitin;'  notes  constautiv  deelinal.  Witli  each  advance  in 
the  preiniuin,  the  inducement  was  stronger  to  sell  their  bonds 
and  make  sure  of  their  profit.  Moreover,  the  operations  of 
tint  j^ov«rn merit  in  paying;  its  lx)nds  rapidly  liad  the  same 
it\]r('\,  There  wiLs  not  much  certainty  concerning  the  premium 
on  sliort-time  bon<ls.  The  probability  was  that  the  govern- 
ment would  (.^ill  tliem  as  soon  as  they  were  due,  and  this 
aire(^t<id  their  pr(?miuin.  Hence  the  desire  of  the  banks 
to  make  all  they  (M)u1<1  by  selling  their  bonds.  The  ques- 
tion of  retaininj:^  them  and  continuing  their  circulation,  or  of 
selling  them  and  of  getting  their  pi*ofits,  was  discussed  among 

'  K<w.,  May  31,  1S78,  45  Cong.,  second  session,  No.  65. 
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the  banks  constantly.  The  high  premium  on  these  bonds 
also  had  the  effect  of  checking  the  amount  of  circulation. 

The  feet  that  the  circulation  has  been  declining  ever  since 
1875,  with  an  occasional  short  turn,  is  proof  conclusive  that, 
however  large  may  have  been  the  profits  of  national  bank- 
ing, their  notes  for  a  considerable  period  have  not  yielded 
them  much  profit.  For  ten  years  no  restriction  on  circula- 
tion  has  existed,  and  yet  the  amount  has  declined  in  the  fece 
of  a  rapidly  increasing  population  and  augmenting  business. 
What  might  have  been  the  increase  had  not  the  national 
securities  commanded  so  high  a  premium,  or  had  their  duration 
been  more  permanent,  cannot  be  foretold.  It  is  certain  that 
both  causes  have  been  barriers  against  an  increase  of  the 
bank  circulation. 

Although  the  proof  has  thus  clearly  existed  that  bank 
circulation  was  not  very  profitable,  a  ceaseless  war  has  been 
waged  against  them  from  the  time  of  their  organization, 
because  they  were  permitted  to  issue  notes  without  paying  for 
the  privilege.  Yet  the  government  did  not  grant  a  privilege 
not  enjoyed  by  banks  as  State  institutions.  The  people,  how- 
ever, knew  much  less  about  their  sources  of  profits  when 
they  were  under  State  laws.  Of  course,  the  people  knew 
something  about  the  banks,  particularly  that  they  did  not 
always  redeem  their  notes,  and  charged  high  rates  of  interest 
for  money  whenever  they  could.  These  fects  were  well 
known.  One  of  the  first  things  discovered  by  the  people, 
after  the  creation  of  national  banks,  was,  that  they  gained 
three  profits,  one  profit  on  their  bonds  deposited  as  the  basis 
for  their  circulation,  another  on  their  circulation,  and  a 
third  on  their  deposits.  Although  this  had  always  been 
the  oas^  the  people  had  not  learned  the  feet    Not  much 
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was  said  ooncerning  the  latter  source  of  profit,  but  the 
double  profit  on  bonds  and  circulation  caused  endless  agita- 
tion. It  led  many  to  make  war  on  the  banks  in  newspapers, 
speeches,  and  pamphlets.  At  times  the  agitation  was  veiy 
fierce;  at  others,  it  quite  died  away.  The  principal  conten- 
tion was  to  compel  the  banks  to  relinquish  their  circulation. 
In  Congress  and  elsewhere,  this  cry  was  constantly  heard. 
Some  banks  were  so  moved  that  they  did  withdraw  their 
circulation  on  this  account.  As  we  have  already  seen,  after 
the  law  of  June,  1874,  the  banks  b^an  to  retire  their  circu- 
lation, but  not  solely  because  the  circulation  was  unprofitable. 
Many  reasons  combined.  One  reason  was  because  there  was 
more  profit  in  selling  the  bonds  at  the  premium  they  com- 
manded than  in  keeping  them.  With  the  resumption  of 
specie  payments  the  difference  between  gold  and  paper  would 
disappear,  and  this  would  be  a  gain  to  the  bank  selling  them. 
In  many  cases,  deposits  grew  rapidly,  and  banks  preferred  to 
make  their  profits  on  these.  Many  banks  never  took  out 
any  circulation,  although  entitled  to  it.  The  greater  fact, 
therefore,  is  settled  beyond  question,  that  another  course  was 
more  profitable  to  the  banks  than  the  retaining  of  their  circu- 
lation, so  it  was  withdrawn.  This  was  particularly  the  case 
with  banks  in  the  large  cities. 

Although  the  action  of  the  banks  showed  conclusively  that 
their  profit  on  circulation  was  not  large,  the  attack  was  con- 
tinued. Mr.  Knox,  the  comptroller  of  the  currency  from 
1872  to  1883,  showed  again  and  again  in  his  reports  the 
smallness  of  these  profits,  yet  no  proof  sufficed.  The  debates 
of  Congress  were  frequent  on  taking  away  this  privilege  from 
the  banks,  nor  is  the  contest  ended. 

One  reason,  constantly  urged,  was  that  the  government 
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would  be  the  gainer  by  retiring  the  bank-notes  and  patting 
out  l^al  tenders  in  their  place  in  payment  for  the  national 
debt.  Thus  the  debt  and  interest  charge  would  both  be 
reduced.    This  was  the  strongest  reason  given. 

Another  reason  was  that  the  banks  were  profitable  mon- 
opolies, and,  therefore,  not  justifiable  by  our  institutions. 
This  assertion  was  not  true.  It  is  true,  that  in  the  beginning 
the  amount  was  limited  to  $300,000,000.  It  is  also  true  that 
Mr.  Clarke,  the  second  comptroller  of  the  currency,  erred  in 
distributing  the  circulation.  Had  he  executed  the  law  as 
Congress  intended,  there  would  have  been  no  inequality. 
Nevertheless,  the  full  amount  of  $300,000,000  was  not 
taken  until  November,  1868,  and  in  1870,  Congress  added 
$54,000,000,  beside  requiring  the  old  banks  to  surrender 
$26,000,000  more  if  this  were  needed.  After  that  the  banks 
took  out  new  circulation,  and,  in  1874,  the  maximum  limit 
was  nearly  reached.  But  after  the  law  of  that  year  was 
passed,  permitting  banks  to  retire  a  portion,  or  all,  of  their 
circulation,  the  attorney-general  decided  that  new  circulation 
could  be  issued  in  place  of  that  retired,  atid  since  that  time 
the  banks  could  get  all  the  circulation  they  desired  by  deposit- 
ing the  requisite  security.  It  was  asserted  again  and  again 
in  Congressional  debate,  particularly  in  the  long  currency 
debate  in  1873-4,  that  the  South  needed  more  currency,  and 
that  the  restriction  should  be  removed.  What  the  South 
really  needed  was  more  capital,  for  there  was  hardly  a  time 
when  that  section  could  not  liave  obtained  more  currency  if  it 
had  possessed  the  capital  with  which  to  buy  the  bonds  on 
which  the  circulation  is  based.  This  fundamental  error  ran 
throogh  that  long  and  tedious  debate,  one  of  the  longest  and 
dreariest  during  the  period   covered  by  this  volume.    The 
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f /j'-'-  !;i*r^r  not'-  '-''I.!  J/:  -i^^i  '»;•'  *:\'<zTj  «. I^arinir-hoiiie  in  the 
'o»j.'.?ry  i'ttT  th':  {iJjvr.'i'^rir  •»!*  Ijalani^,  and  a  large  proportioQ 
of  \\tt-  t\rf'M\i\U*t]i  v.ill  th'-n  oon-L-t  of  the  new  inter-<:-onverti- 
h\i-  \]\\i'Tt"\'\i('iin\iy:  ij'*n?-,  -^>  that  the  whole  authorized  issue 
of  tljrj/.  iir,t<j-^  will  **^fU  Ik:  in  demand/' 

I  f  ( !oii(^n;>-^  lia'l   favorrr^l  tlie  scheme,  many  of  the  banks 
Would  have  lif|iiiduU3rJ^  and  their  loans  woold  have  been  called 
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for  the  purpose  of  distributing  their  capital  and  surplus 
among  their  stockholders.  Doubtless  many  would  have  reor- 
ganized as  State  banks  and  private  bankers. 

Opposition  to  the  banks  was  now  at  its  height.  Many 
things  had  happened  to  inflame  the  feeling  against  them.  The 
year  before  a  financial  storm  had  swept  over  the  country,  and 
the  suffering  therefrom  was  keen  and  universal.  The  event 
was  largely  attributed  to  the  intimate  relations  existing 
between  the  banks  of  New- York  City  and  the  members  of  the 
New- York  Stock  Exchange,  whereby  the  currency  was  sud- 
denly contracted,  or  "  locked  up,"  in  the  language  of  the  day, 
and  brokers  were  preferred  to  merchants  by  the  banks  as 
borrowers  of  money  .^  .  One  of  these  lock-ups  had  been  a  mat- 
ter of  Congressional  investigation  in  1872.  A  director  of  the 
Tenth  National  Bank  of  New  York  was  a  special  partner  in 
three  firms,  with  whom  he  left  his  money  to  be  loaned.  On 
a  day  specified  he  directed  them  to  call  in  his  money,  which 
they  did.  In  the  afternoon  he  went  to  his  bank  with  the 
checks  received  from  the  three  firms,  amounting  to  $4,100,000. 
He  requested  the  president  to  put  them  through  the  clear- 
ing-house the  next  morning.  This  was  done,  the  money 
was  paid  ;  but  instead  of  putting  it  into  the  bank  on  deposit, 
he  carried  it  away.  The  whole  transaction  was  outside  the 
regular  and  usual  business  of  the  bank,  and  was  simply  an 
arrangement  by  which  it  withdrew  over  $4,000,000  of  legal- 
tender  notes  from  circulation  for  a  director  of  the  concern, 
whose  avowed  object  in  having  it  done,  as  he  himself  testified 
before  the  investigating  committee,^  "  was  to  cause  a  string- 

^  The  Lodking-up  Process  in  the  Money  Market.    The  Financier,  March 
2^1872. 
'  HooM  Beport,  Na  6^  42  Cong.,  third  session. 
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enoy  in  the  money  market  for  the  purpose  of  bringing  about 
a  df^;line  in  the  price  of  .stock.?/'  of  which  he  was  short.     "  It 
afft^tttfA  not  only  the  bonlcs  and  the  business  community  of 
the  city  of  Xew  York,  hut  that  city  being  the  principal  centre 
of  thf;  mriuetan'  operatioas  of  the  whole  country,  the  strin- 
genry  prrxluced  there  in  the  money  market  extended  to  other 
citie^i,  and  affected  more  or  less  injuriously  every  branch  of 
ba-rincfts  rerjuiring  the  ase  of  money  throughout  the  countiy.** 
These  operations  were  repeated  more  than  once,  and  were 
strongly  condemnfJ   in  every  quarter  outside  Wall   street. 
While  s^>me  of  the  Ijanks  were  thus  carefully  attending  to  the 
wants  of  speculators  they  were  less  mindful  of  the  wants  of 
the  mercantile  cla-ri.     An  eminent  merchant  of  Xew  York, 
and  for  several  years  a  memlx^r  of  Congress,  related  the  fol- 
io v.'ing  ston',  wliic'h  illustrated  the  discrimination  made  at 
this  time  betwe(:n  the  two  class'js  of  Ixjrrowers.    A  pet  firm  of 
brokers  who  went  down  in  the  crash  of  1873  were  found  to 
Ixi  in  debt  nearly  S15,0rX),0(.M;).     That  firm  had  reorganized 
only  a  month  or  two  beture,  with  a  capital  of  one  or  two  hun- 
dred thousand  dollars ;  l>ut  it  was  able  to  borrow  of  banks 
and  others,  on  stock  held  only  for  sj)eculatiou,  about  §14,000,- 
<M.)0.     At  the  same  time  a  commercial  firm  of  long  stand- 
ing, and  having  more  than  half  a  million  of  capital,  applied 
to  one  of  the  largc»rrt  national  banks  for  the  discount  of  S24,000 
of  business  pajKT  having  less  than  thirty  days  to  nin,  and 
was  i>oIltely  put  off  with  one-half  the  amount.     **  The  broker, 
for  gamblers,  got  814,000,000  ;  the  merchant,  for  honest  busi- 
ness, got  §12,000,  or  less  than  a  thousand  for  a  million/* 
The  banks  that  served  the  siHK;ulators  first  and  the  merchants 
last  were  a  small  minority,  but  their  conduct  was  so  notorious 
as  to  taint  all.     The  comptrollers  of  the  currency  from  the 
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outset  did  not  hesitate  to  condemn  the  practice  of  lending 
money  for  speculative  uses,  and  to  over-certifying  checks, 
which  was  another  feature  of  the  same  business.  This  prac- 
tice, though,  did  not  originate  with  the  national  banks.  In 
the  b^inning,  a  certification  was  not  considered  as  l^ally 
binding  the  certifying  bank  to  pay  the  check.  For  many 
years  it  simply  signified  or  connoted  hardly  anjrthing  more 
than  information,  and  the  amount  o^the  check  when  certified 
was  not  charged  to  the  account  of  the  drawer  until  it  was  pre- 
sented for  payment.  After  the  New- York  Clearing-house  was 
organized,  in  1854,  it  became  the  custom  to  present  checks, 
and  also  bills  receivable,  or  acceptances,  on  the  day  of  maturity 
at  the  bank  where  they  made  payable  for  certification.  The 
bill  and  checks  certified  were  then  returned  to  the  bank  mes- 
senger who  had  presented  them,  and  on  the  following  morning 
were  transmitted  to  the  clearing-house  with  other  exchanges. 
These  certifications  were  confined  for  a  long  time  to  mer- 
cantile and  commercial  transactions,  and  had  they  never  gone 
further  would  have  occasioned  no  adverse  criticism.*      The 

1  **  The  sjTstem  of  certifying  checks  may  be  said  to  have  originated  in 
New  York.  Only  a  little  over  thirty  years  ago  the  banks  of  this  city  made 
their  exchanges  but  once  a  week,  and  this  was  on  Monday  morning  before 
banking  hours.  Many  shrewd  dealers  with  more  wit  than  capital  availed 
themselves  of  this  fact  to  secure  funds  not  otherwise  within  their  grasp. 
At  the  beginning  of  the  week,  A,  B,  and  0  had  accounts  in  three  different 
banks;  A  would  obtain  B's check,  B  would  secure  a  like  amount  of  C,  and  C, 
in  turn,  of  A,  and  each  would  deposit  the  order  in  his  own  bank  and  of  course 
draw  against  it.  Thus,  without  any  money,  they  could  draw  three  thous- 
and dollars  and  use  it  up  to  Saturday.  On  this  day  the  money  must  be 
deposited,  as  the  checks  would  go  in  for  settlement  on  Monday  morning. 
It  was  not  difficolt  for  each  of  them,  just  before  the  bank  closed  on  Saturday, 
on  their  checks  dated  Monday,  to  borrow  of  some  friend  a  thousand  dollars, 
jBod  this  woold  keep  them  going  ixidefinitely. 
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amounts  were  small,  and  no  losses  were  likely  to  arise.  After 
stock  speculation  set  in  with  extraordinary  vigor  during  the 
war,  cheek-certifying  became,  in  effect,  a  mode  of  guanmtee- 
ing  the  contracts  of  stock-brokers  with  their  customers^  and 
was  practiced  by  a  few  banks  to  an  enormous  extent.  In 
1869  a  law  was  enacted,  prohibiting  the  certifying  of 
checks  drawn  on  any  national  bank  in  excess  of  the  drawer's 
deposit  therein.  The  fine  for  violating  the  law  %vas  the  for- 
feiture of  the  charter  and  appointment  of  a  receiver.  After 
that  time  the  practice  diminished,  yet  did  not  cease. 

The  Xew-York  Clearing-house  considered  tlie  matter.  A 
committee  recommended  that ''  in  no  case  sliall  a  check  or 
other  obligation  be  ccilified  by  a  bank,  unless  the  amount  of 
it  is  first  found  regularly  entered  to  the  credit  of  the  dealer 
upon  the  books  of  the  institution."  Though  adopted  with 
only  four  dissenting  votes,  the  practice  oontlnuwl,  and  another 

'^  TLds  was  called  '  flying  i>ai>er/  and,  by  an  easy  tranbition, '  kiting/  as 
it  was  raising  money  by  the  use  of  paper  that  hail  no  solid  support.  Of 
course,  it  was  adroitly  disp:uisod,  the  checks  l>cinp  for  odd  amounts,  and  the 
various  transiictirms  as  much  mixed  as  possil)le.  To  j)revent  such  a  misoge 
of  cre<lit  the  banks  Injgsm  to  send  out  runnei-s,  either  to  present  the  checks 
for  c-ollectiou  on  the  day  they  were  deiK)s«itetl  or  to  a^k  for  a  certification. 
If  the  chei'k  was  certified,  it  was  charge<l  at  onc-e  to  tlie  drawer,  and  unlew 
he  had  the  money  in  Ixmk  at  the  close  of  business  his  account  would  stand 
overdrawn.  It  was  done  to  prevent  kiting  and  not  to  facilitate  it.  It  is 
true  that  from  the  hour  of  certification  to  the  close  of  business  the  drawer 
of  tiie  check  iiad  a  credit,  but  the  \m\ier  was  not  a  kite,  as  it  had  the  stamp 
of  tlic  bank,  which  represented  real  capital. 

"After  the  practit-e  of  making  daily  exchanges  came  into  vogue,  the  sys- 
tem of  certifying  check**  wa*^  extended  to  avoid  tlie  carrying  of  money 
through  the  streets,  and  to  bring  all  the  settlements  together  into  the 
morning  hour.  When  the  clearing-house  was  establislied  it  became  still 
more  convenient,  and  no  one  thought  of  presenting  a  check  for  paymenf." 
— ^.  Y.  Journal  of  Oummcrec,  Nov.  21, 18S3. 
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law  was  enacted^  imposing  a  heavy  fine  and  imprisonment  of 
the  officer,  clerk,  or  agent  of  a  bank  who  should  do  such  a 
thing.  When  this  went  into  effect,  the  banks  that  were  accus- 
tomed to  certify  large  amounts  of  checks  accepted  them, 
assuming  that  an  acceptance  was  not  a  violation  of  the  law. 
In  1882  Congress  enacted  that  any  officer,  clerk,  or  agent  of 
a  bank  who  should  willfully  violate  the  law  with  respect  to 
ill^al  certification,  or  who  should  resort  to  any  device  or 
receive  any  fictitious  obligation,  direct  or  collateral,  in  order 
to  evade  its  provisions,  should  be  fined  or  imprisoned,  or  both. 
There  was  need  of  doing  something,  for  the  practice  had  been 
rapidly  growing.  A  bank  in  New  York  lost  a  large  amount 
by  over-certifying,  and  the  teller  who  transacted  the  business 
was  indicted,  and  pleaded  guilty,  but  showed  that  he  had 
acted  on  the  authority  of  his  superior  officer.  The  rigor 
which  the  comptroller  displayed  in  dealing  with  the  banks 
that  violated  the  law  finally  led  the  most  prominent  offenders 
to  abandon  their  charters  and  reorganize  by  the  State  law^ 
which  did  not  prohibit  the  practice. 

While  the  comptroller  was  thus  trying  to  make  the  refipao- 
tory  banks  obey  the  law,  the  charters  of  many  had  nearly 
expired,  as  their  length  of  life  was  twenty  years.  Serious 
opposition  existed  to  their  renewal.  Although  they  could  close 
and  reorganize,  this  was  not  an  easy  thing  to  do,  and  involved 
some  difficult  questions.  What  the  banks  desired  was  authority 
to  continue  by  a  mode  which  would  not  produce  any  dis- 
turbance to  themselves  or  the  business  of  the  country.  The 
Committee  on  Banking  and  Currency  reported  fiivorably  on  a 
bill  for  extending  their  charters,  but  Congress  was  disinclined 
to  consider  the  matter.  Mr.  Crapo,  the  chairman  of  the 
oommitto^  sought  to  get  a  time  fixed  for  discussion^  but  the 
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Ilourie  votctl  against  doing  so,  and  not  until  the  13th  of  Maj, 
1S82,  did  the  discussion  liogin.     In  the  meantime  the  charters 
of  two  Ixinks  had  expired,  and  by  the  25th  of  the  following 
Fohruary,  tlioso  of  three  hundred  and  ninety-three  banks 
wouUl  expire.     On  the  1st  of  October,  1881,  two  tliousand 
one  huudrcHl  and  forty-eight  Ixinks  were  in  operation,  three 
hundred  and  ninety-three  of  wliich  liad  a  capital  of  only  $50,- 
000,  while  one  hundre<l  and  sixty-four  others  had  a  capital 
fi-om  Sr>o,OCK)  to  §100,000,  and  eight  hundred  and  twenty- 
nine  a  capitid  fnim  SI 00,000  to  §150,000.     From  that  date 
to  the  time  of  opening  the  discussion,  more  tlian  one-half  of 
the  banks  organized  liad  a  capital  of  §50,000  each.     They  were 
loi^teil  in  the  South  and  West,  and  were  multiplying  rapidly.* 
Tlie  first  provision  of  the  i)ill  authorized  the  banks  to  con- 
tinue for  another  i>eriod  of  twenty  years,  provided  the  share* 
holders  owning  not  less  than  two-thinls  of  the  capital  stock 
consented.     If  any  stockholder  did  not  wish  to  continue,  the 
bill  provided  for  a  lair  aj)praisal  and  sale  of  his  interest  for 
LwAi.     The  oi)ponents  of  the  banks  maintained  that  the  pro- 
j)oslh1  le^^islation  was  unue<vssiiry,  lxM.^use  the  banks,  when 
their  chartLTs  expired,  could  litjuidate  and  reoi'ganize.     This 
was  so,  but  it'  they  had,  their  undivided  surplus  and  profits, 
which  auioiujted  to  §184,000,000,  would  have  been  divided^ 
and  the  reorgiuiized  banks  would  have  had  only  their  capital. 
It  was  very  desiral)le  to  retain  this  reserve  of  eaniings.     The 
national  banking  law  had  wisely  provided  that  every  bank, 
before  declaring  a  divitlend,  should  **  carry  one-tenth  part  of 
its  net  profits  of  the  preceding  half  year  to  its  surplus  fund 
until  the  siinie"  should  "amount  to  twenty  per  centum  of  its 
capital  stock."    The  banks  having  obeyed  the  law,  had  the 

'Crapo's  Bcport,  No.  253,  47  Cong.,  first  sesdon. 
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above  sum,  after  paying  $86,845,169  of  losses  between  1876 
and  1879.  This  aocumolation  had  rendered  the  banks  strong. 
Depositors  felt  sure  that  if  losses  should  occur  to  the  banks 
they  would  be  made  good  from  the  surplus,  and  thus  escape 
loss.  They  were  very  desirous  of  retaining  their  surplus  fund, 
and  this  was  the  chief  object  of  the  measure.  Liquidation 
and  reorganization  of  the  banks  meant,  of  course,  a  division 
of  it,  beside  a  calling  of  loans  and  disturbance  of  the 
money  market.  When  the  State  banks  went  over  it  was  seen 
how  much  better  it  was  to  permit  conversion,  rather  than  to  go 
through  a  long  process  of  settlement  and  reorganizing ;  the  same 
arguments  existed  in  favor  of  granting  authority  to  the  banks 
to  continue,  though  greatly  strengthened  by  many  additional 
circumstances  which  had  arisen  during  the  last  twenty  years. 
The  chief  objection  to  the  bill  was  that  it  continued  the 
privily  to  the  banks  to  issue  circulating  notes.^  One  class  of 
opponents,  led  by  Mr.  Buckner,  of  Kentucky,  desired  that 
government-notes  not  endowed  with  a  legal-tender  power 
should  be  issued  as  fast  as  the  national  bank-notes  were  with- 
drawn, thus  leaving  the  volume  of  currency  undisturbed  by 
the  change ;  and  another  class,  represented  by  Mr.  Brumm,  of 
Pennsylvania,  wished  to  substitute  legal-tender  notes  reoeiv- 

*  ComptroUer  Knox,  in  his  Report  for  1882,  said,  "  The  profit  upon  circu- 
lation upon  the  four  and  four-and-a-half  per-cent  bonds,  where  the  rate  of 
interest  is  six  per  cent,  is  not  much  in  excess  of  three-fifths  of  one  per 
cent,  and  where  the  rates  of  interest  are  above  eight  per  cent,  the  profits 
are  nominal,  and  are  not  sufficient  to  induce  the  banks  to  purchase  large 
amonnts  as  seenrity  for  circulation.  Where  the  profits  are  so  small,  there  is 
a  Beiiom  objection  to  the  investment  of  so  large  an  amount  of  capital  in  pre- 
mium, which,  in  the  case  of  four-per<cent  bonds,  amounts  to  one-fifth  of  the 
&oe  valne  of  the  Ixmds." — ^p.  14S.    See  fuUer  account  of  the  subject,  Comp- 

Iralte'sBepcnrti  1879,  p.  128,  and  CkmiptxoUer  Gannon's  Beport^lSS^p.  131 
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able  for  taxes  and  duties,  but  not  resting  on  a  coin  fonndatioiL 
Mr.  Brumm  favored  the  Issue  in  the  banning  of  $360,000,- 
000  of  such  notes,  but  Mr.  Haseltinc,  of  Missouri,  unmindfiil 
of  the  teiichiugs  of  Benton,  declared  that  he  would  not  be 
content  with  a  smaller  issue  than  $1,500,000,000,  or  enough 
to  wipe  out  the  national  debt. 

Mr.  Buckner,  who  showed  by  far  the  best  knowledge  of  the 
subject  of  any  of  the  op[X)nents  of  the  bill,  admitted  that,  if 
the  government  issued  the  entire  credit  circulation,  it  would 
become  "  fixed,"  yet  he  contended  that  a  circulation  based  on 
credit  and  not  on  coin,  however  secured  or  redeemed,  should 
have  no  elastic  ])o\VL*r ;  "  that  i.s,  should  not  be  contracted  or 
expandctl  at  the  will  of  those  who  make  a  profit  for  themselves 
by  loaning  it  or  discinmting  notes  in  exchange  for  it.  The 
idea  of  having  a  crcilit  ciixtulation  that  will  expand  or  contract, 
according  to  the  demands  and  the  state  of  trade  and  commeroey 
is  folly  and  fallacy  combined.  Issue  l)anks  are  organized 
iK'c-au^c  they  lioj>c  to  Realize  profits  by  loiuiing  their  own  credit 
and  tlic  deiiobitj?  of  their  cui?tonurs,  and  not  to  give  facilities 
to  the  jrrowtU  of  traJo  :uiJ  business,  except  as  an  incident  to 
the  profits  to  l>c  deriveil  from  making  loans  on  their  credit 
and  on  their  dejX)sits,  and  the  moiv  ol*  their  notes  they  can 
keep  out  the  larger  is  their  income.  An  elastic  credit  cur- 
rencv  is  as  great  an  absurtlity  as  an  elastic  yard-stick.  "Wliat 
is  most  ncdleil  for  the  piTmanent  prosperity  of  all  kinds  of 
business  and  all  cla.sses  of  the  community  is  a  volume  of  circu- 
lation which  will  give  steadiness  to  prices  and  regularity  to 
the  movements  of  trade  and  commerce.'^  Mr.  Buckner 
had  most  of  the  weight  of  modem  experience  on  his 
side  in  support  of  his  main  proposition  concerning  the 
undesirability  of   trying  to  maintain  an  elastic   currency. 


i 
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When  the  Bank  of  England  resumed  specie  payments  in 
1821,  it  could  issue  notes  without  restriction,  and  ample 
provision  was  made  for  their  redemption  whenever  they 
should  be.  presented.  During  the  twenty-three  succeeding 
years  the  solvency  of  the  bank  was  never  questioned,  and 
the  notes  were  always  redeemable;  yet  too  often  it  unwit- 
tingly occasioned  serious  derangements  of  the  currency,  and 
thereby  caused  vexations  and  sometimes  ruin  to  business. 
Wherein  did  the  bank  err?  By  the  testimony  taken  by  the 
Bullion  Committee,  in  1810,  it  was  clearly  shown  that  all  the 
directors  of  the  bank  believed,  and  so  did  many  of  the 
merchants  who  were  examined,  that  there  could  not  be  an 
excess  of  bank-notes  so  long  as  they  were  issued  on  the  dis- 
count of  good  bills,  growing  out  of  real  commercial  transac- 
tions, and  running  for  short  periods.  The  bank-notes,  said 
the  directors,  would  return  if  not  required,  because  no  one 
would  pay  interest  for  them  if  they  did  not  wish  to  make  use 
of  them.  This  idea  prevailed  for  a  long  time,  that  so  long  as 
bank  issues  were  based  on  sound  mercantile  transactions,  and 
were  always  redeemable,  there  was  no  danger  of  an  over-issue, 
or  a  derangement  of  the  currency  attending  such  a  course. 
And  yet  it  was  clearly  learned,  after  much  suffering,  that 
bank-notes,  though  based  on  perfectly  sound  mercautile  trans- 
actions, and  always  redeemable,  could  be  issued  in  excess,  and 
were  thus  issued,  and  that  very  disastrous  consequences  fol- 
lowed.^   Nevertheless,  neither  Congress  nor  the  country  were 

'  One  of  the  first  persons  to  see  the  error  in  the  policy  of  the  bank  was 
Jones  Lloydi  afterward  created  a  peer,  and  bettor  known  to  us  as  Lord 
Orentone.  More  than  one  emment  British  authority  has  declared  that  he 
is  the  ablest  writer  on  banking  and  financial  subjects  that  Great  Britain  has 
jwodnoed.  We  shall  describe  in  his  own  words  the  evil  eonsequenees  finom 
not  midentaiiding  the  true  principle  which  ought  to  have  govemed  tl^ 
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ready  to  substitute  government  non-I^al-tender  treasorj- 
notes  for  the  bank  circulation. 

The  '^  enormous  profits  "  made  on  their  circulation  was  a 
Btatemeut  constantly  re[)eated  during  the  debate  by  the  oppon- 
ents of  the  l)anks.  Though  clearly  shown  to  be  wrong,  no 
amount  of  demonstration  .sufficed.  Like  Goldsmith's  school- 
master, though  vauquislial,  tlicy  "  could  argue  still." 

The  extension  was  grantetl,  and  most  of  the  banks  are  living 
in  the  second  period  of  their  existence  ;  nevertheless,  a  traos- 
formation  mast  take  placxi  or  they  will  die.  With  the  reduction 
of  the  national  debt  they  must  retire  their  circulation,  or  the 
government  must  consent  to  its  continuance  on  another  basis. 
Whether  it  shall  be  replaced  with  treasur}^-notes,  or  whether 
the  government  sliall  guarantee  a  circulation  for  a  good  reason 
and  satisfactory  consideration,  or  whether  the  world,  in  its 
wonderful  progress  in  economizing  the  use  of  money,  shall  be 
able,  ere  long,  to  dispense  with  a  promissory  circulation  alto- 
gether, only  a  daring  prophet  would  answer. 

bank  in  issuinpj  its  notes*.  "  Seinirity  for  tlie  ultimate  solvency  of  those  who 
Issue  i)a]K»r  money  is  confoun»lod  witli  and  conceiveti  to  be  the  sume  thing 
as  security  for  the  due  re^idaiion  of  the  amount  of  that  i)ai)er  money— a 
fallacy  very  prevalent,  and  from  which  the  most  erroneous  views  arise.  In- 
solvency on  the  part  of  an  issuer  aflecta  the  si)ecific  hoMers  of  the  notes  of 
that  issuer,  and  those  only ;  but  improper  fluctuations  in  the  amount  of  pa- 
j)er  issues  afleits  the  whole  (xnnnninity  in  conmion;  they  disturb  to  a  greater 
or  less  extent  the  steadiness  in  prices  and  the  regular  movements  of  trade, 
antl  they  tend  to  derange  the  c<iuilibrium  of  exchange  with  other  countries. 
The  former  evil  is  local  and  partial ;  the  latter  Is  general,  afiecting  the 
whole  country  and  every  individual  in  It." — Ecmarka  on  the  J^anagement 
of  the  Circulation,  chap.  3,  vl.  See  alsc>  Amasa  Walker's  article;,  Our  Na- 
tional Currency,  International  Ilev.,  1874,  p.  224. 
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CHAPTER  V. 

COESTAGR 

« 
After  the  suspension  of  specie  payments  the  r^ulation  of 

the  coinage  did  not  much  concern  Congress  for  nearly  a  dozen 

years.     The  weight  and  composition  of  the  cent  was  changed  ; 

two,  three,  and  five-cent  pieces  were  added  to  the  list  of  coins  ; 

and  persons  were  to  be  heavily  fined  or  imprisoned,  or  both, 

who  should  make  issue  or  pass  "  any  coin,  card,  token,  or 

device  whatsoever  in  metal  or  its  compounds/'      Such  a 

punitory   measure  had  become  needful   in   consequence    of 

the  large  quantities  of  bogus  devices  that  were  circulated  as 

substitutes  for  the  one-cent  pieces.     They  were  of  the  same 

size  as  the  legal  cent,  contained  no  nickel,  averaged  about 

fifly-one  grains  in  weight,  and  were  worth  "  not  more  than 

one-fifth  of  a  cent."     Not  less  than  three  hundred  varieties  of 

these  &lse  and  illegal  tokens  or  cents  were  made  and  issued 

during  the  war  period.* 

1  Mint  Beports,  1862,  1863.  In  1862  the  mint  at  Philadelphia  made 
"a  thorough  re-examination"  of  the  abrasion  of  coins.  "It  may  be 
stated/'  said  the  director,  Mr.  Pollock,  in  his  report,  "  that  the  silver  coin 
averages  a  loss  of  one  part  in  630 ;  the  half  eagle  one  in  3,550 ;  the  double 
eagle  one  in  9,000 ;  and  that,  by  a  cautious  estimate  as  to  the  proportions 
of  the  various  sizes  of  coin  actually  among  us,  the  average  annual  loss  by 
abrasion  does  not  exceed  one  part  in  2,400 ;  that  is,  in  times  when  specie  is 
cmrent  at  par  with  bank  paper,  and  not  lying  idle.  Let  it  be  observed 
that  all  expeiim^ts  hitherto  made,  in  regard  to  abrasion,  seem  to  have  been 
hmnd,  iq^on  prioes  net  higher  in  value  than  the  sovereign  or  half  o^jjflb 
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When  the  law  of  1857  was  enacted,  relating  to  the  coinage 
of  the  cent,  the  opinion  yet  prevailed  that  the  quantity  of  metal 
contained  in  the  piece  ought  to  have  a  value  approximating 
to  the  value  it  represented.  In  reducing  the  cent,  therefore, 
from  one  hundred  and  sixty-eight  grains  to  seventy-two,  its 
compasition  was  changed  to  eighty-eight  parts  of  oopjier  and 
twelve  of  nickel.  As  nickel  was  worth  at  that  time  about 
two  dollars  a  pound,  a  cent  contained  nearly  half  that  value 
of  nickel.  The  director  of  the  mint  maintained  that  although 
the  change  was  ^^  well  intended,"  the  ex}>erience  of  other 
countricij  and  our  own  showed  this  to  be  an  unnecessary 
liljerality,  and  that  the  money  thus  used  for  buying  nickel 
was  "  so  much  money  wasted."  ^  In  France  a  cop[X!r  piece 
called  a  sous  then  circulated,  weighing  a  little  more  than  our 
cent,  compased  of  nincty-tive  [kst  cent  copjKT,  and  five  per 
cent  of  tin  and  zinc.  He  recommended  tliat  the  law  be  so 
modified  tliat  the  txiut  should  contain  ninety-five  per  cent  of 
copper,  and  the  remainder  of  zinc  and  tin  in  suitable  propor- 
tions. Acting  oil  tliis  recommcndatiun,  Congress,  in  1864j 
authorized  the  form,  weight,  and  composition  of  the  cent  which 
lias  since  that  time  lx?en  coined. 

None  of  the  copper  cobts  were  a  legal  tender  until  1864, 
when  they  were  endowed  with  this  attribute  to  a  small  degree. 
The  next  year  a  notable  inij)roveiJieut  was  made  in  providuig 
for  the  redemption  of  the  five-cent  pieces  when  presented  in 

This  has  rendered  expihiient  a  new  examination,  l)ecau5C  the  great  prepon- 
derance of  our  PiMM'ie  is  in  large  piecc;^,  whioli,  Iioing  less  exposed  by  eircu- 
lation,  in  list  1h?  judged  by  a  law  of  their  own.  While  one  double  eagle  is 
lying  quiet,  live  or  ten  smaller  pieces  are  passing  from  hand  to  hand.'' 

^  Mint  Beport,  1863.  *'  We  have  given  it  away  under  the  mistaken  notioa 
that  value  was  essential  to  scoure  the  circulation  of  our  inferior  ooSjaagdJ' 
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sums  not  less  than  $100.  But  why  did  Congress  refuse 
to  redeem  all  the  copper  coins  ?  In  London^  it  was  said  in  one 
of  the  mint  reports  urging  a  wider  application  of  the  law,  that 
such  coins  could  be  had  in  large  quantities  at  a  discount  by 
going  to  breweries  and  ale-houses  for  them,  but  the  people 
preferred  new  ones,  and  so  the  mint  was  kept  active,  and  the 
country  was  overstocked.  Long  before,  the  copper  currency 
of  Brazil  had  become  so  enormous  that  servants  who  went  to 
market  had  a  heavy  load  to  carry  each  way,  copper  in  going 
and  provisions  on  their  return.  In  1871  the  law  was 
broadened  to  cover  all  copper,  bronze,  copper-nickel  and  base 
metal  coinage.  By  the  same  law  the  secretary  of  the  treasury 
was  authorized  to  discontinue  or  diminish  from  time  to  time 
the  manufacture  and  issue  of  such  coins. 

The  attempt  to  secure  uniformity  of  coinage  with  Great 
Britain  was  begun  before  the  war,  and,  notwithstanding  that 
event,  was  continued.  In  his  second  annual  report,  Mr.  Chase 
reminded  Congress  of  the  importance  of  establishing  uniform 
weights,  measures,  and  coins,  and  recommended  that  the  half 
eagle  of  the  United  States  be  made  equal  to  the  gold  sovereign 
of  Great  Britain  in  weight  and  fineness.  The  Berlin  Inter- 
national Statistical  Congress,^  held  the  next  year,  recommended 
the  reducing  of  the  existing  units  of  money  to  a  small  number ; 
that  each  unit  should  be,  as  far  as  possible,  decimally  sub- 
divided ;  that  the  coins  in  use  should  be  expressed  in  weights 
of  the  metric  system  and  of  the  same  degree  of  fineness, 
namely,  nine-tenths  fine  and  one-tenth  alloy.  That  body  also 
recommended  the  holding  of  a  special  Congress,  which  should 
be  authorized  to  consider  and  report  concerning  the  relative 
weights  in  the  metrical  system,  of  the  gold  and  silver  coina^ 

^1  Ex.  Doo,  No.  49,  88  Cong.,  first  session. 
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ami  to  arrange  tlie  detiils  of  the  proposed  system.  This 
ai^ion  led  to  a  oonferenee  in  Paris^  in  1867^  in  which  nineteen 
nations  were  represented. 

The  oon&renoe  proposed  a  single  standard  of  gold ;  coins  of 
equal  weight  and  diameter ;  of  equal  quality  or  fineness^  nine- 
tenths  fine ;  the  weight  of  the  existing  five-franc  gold  piece 
to  Ixi  tlie  unit ;  the  coins  of  each  nation  to  bear  the  names  and 
emblems  preferred  by  it,  and  to  be  a  legal  tender,  public  and 
private,  among  all.  The  single  gold  standard  was  an  Ameri- 
can idea,  and  other  countries,  particularly  France,  assented  to 
the  adoption  of  it  reluctantly.^ 

The  Finance  Committee  of  the  Senate  strongly  favored  the 
recommendations  of  the  conference.-  One  of  the  questions 
considered  in  their  interesting  report  was,  What  provisions,  if 
any,  should  be  made  for  existing  contracts  in  the  event  of 
adopting  what  the  conference  had  recommended  ?  The  com- 
mittee maintained  that  private  debts  were  made  knowing  that 
Congress  had  the  power  to  r^ulate  the  value  of  coins,  which 
had  been  repeatedly  exercised,  but  in  no  case  had  "  any  pro- 
vision been  made  for  eufon'ing  existing  (contracts  in  the  old 
ratlier  tliau  the  new  standard.'^  Such,  too,  had  l)een  the  prac- 
ti(!e  in  other  countries  where  the  standaixl  had  been  changed. 
Such,  too,  warf  the  principle  adopted  when  passing  the  Iq^al- 
tender  law.  If  made  applicable  only  to  future  contracts,  it 
"  would  have  bankrupted  a  large  portion  of  the  active  business 
men  of  the  country,  where  business  compelled  them  to  contract 
debts." 

With  resi)ect  to  public  diibts,  the  committee  maintained  that 

^  Senate  T)oe.,  No.  14,  40  Cong.,  second  se»tfion.    Supplemental  Keport  hy 
8.  B.  Kugglos,  Ex.  Doc.,  No.  266,  41  Cong.,  second  seeeion. 

'  Ke|)ort,  No.  117, 40  Cong.,  seojnd  seadon. 
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the  loan-contract  was  the  only  law  that  ought  to  affect  the 
creditor  until  his  debt  was  fully  discharged.  Congress,  as  the 
authorized  agent  of  the  American  people,  was  one  party  to 
the  contract,  and  could  no  more  vary  it  by  subsequent  Acts 
than  any  other  debtor  could  vary  his  contract.  "As  to  the 
public  creditor,  no  l^islative  power  stands  between  him  and 
the  exact  performance  of  his  contract.  Public  faith  holds  the 
scales  between  him  and  the  United  States,  and  the  penalties 
for  a  breach  of  this  faith  are  far  more  severe  and  disastrous  to 
the  nation  than  courts,  constables,  and  sheriffs  can  be  to  the 
private  debtor.'^  The  public  debt  was  tlien  so  large  that  a 
reduction  of  three  and  a  half  per  cent  in  the  standard — ^which 
would  have  been  necessary  had  Congress  adopted  the  recom- 
mendation of  the  conference — would  have  reduced  the  public 
debt  $90,000,000.  Neither  Congress  nor  the  country,  nor 
the  countries  of  the  Old  World,  were  fully  prepared  for  the 
change. 

When  Congress  next  considered  the  subject  of  coinage,  a 
bill  to  revise  the  mint  laws  was  before  that  body.  No  revision 
had  been  made  since  1837,  and  the  secretary  of  the  treasury 
had  requested  Mr.  Knox,  the  deputy  comptroller  of  the  cur- 
rency, to  revise  them.  In  the  spring  of  1870,  he  completed 
the  task,  and  his  report  was  sent  to  the  House.^    Among 

*  Ex.  Doc.,  No.  307,  41  Cong.,  second  session.  The  Finance  Committee 
of  the  Senate  stated  the  features  of  the  bill  in  their  report,  and  added : 
'*  The  method  adopted  in  the  preparation  of  the  bill  was,  first,  to  arrange, 
in  as  concise  a  form  as  possible,  the  laws  now  in  existence  upon  these 
subjects,  with  such  additional  sections  and  suggestions  as  seemed  valuable. 
Having  accomplished  this,  the  bill,  as  thus  prepared,  was  printed  upon 
paper  with  wide  margin,  and  in  this  form  transmitted  to  the  different  mints 
and  aanj  offices  to  the  first  comptroller,  the  treasurer,  the  solicitor,  the  first 
auditor,  and  to  such  other  gentlemen  as  are  known  to  be  intelligent  apoo 
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tlio  iinieiuliiu'iils  pn>iHwciI  in  the  bill  were  the  establishing  of 
a  mint  bumui  in  the  tim'>iiry  dqwirtment,  which  should  have 
(•hari;:*'  of  the  oiK'nitious  of  tho  mints  and  assay  offices  and 
the  tlisc'<)untiug  of  the  coinage  of  the  silver  dollar.     The 
ivib«on  j^iveii  for  the  hitter  amendment  in  the  report  aoeom- 
panyinjj:  the  bill  \va!>,  that  by  the  l<^al  ratio  existing  between 
thi'  two  metals,  tho  silver  dollar  was  worth  a  premium  of 
ainrnt  thive  anil  a  half  \\qv  cent ;  and,  consequently,  was  no 
lonj::iT  einphiyeil  in  making  {uiyments,  while  the  gold  dollar 
remaiiuHl  as  the  nnit  of  aa^ount.     Subsequently,  the  secretary 
tnnismitteil  to  the  House  copies  of  the  correspondence  of  the 
dejnirtmtMit  with  puhlic  oifii^crs  and  other  individuals  whose 
opinions  had  Uvn  solioitt^tl  in  preparing  the  bill.     The  bill 
was  reported  by  the  Finanw  Committee  of  the  Senate  dis- 
cus^ietl  two  days  and  passed,  and  then  sent  to  the  House.     Mr. 
Kelley,  i>f  Pennsylvania,  who  was  chairman  of  the  Coinaire 
Committtv,  rivommended  the  passage  of  the  bill.     He  said 
that  it  had  Revived  as  careful  attention  as  he  had  ever  known 
a  committee  to  lx\<low  on  any  measure.     **  We   proceeded 
with  ixri'at  (li-lilu'ration,  to  go  over  the  bill,  not  only  section 
by  scilion,  but  line  by  line,  and  word  by  word."     An  exhaust- 
ive dis<'ussion  lollowe<l,  iind  !Mr.  Hooper,  of  Boston,  delivered 
an  elaborate  sjKJceli,  in  which  he  thoroughly  explained  each 
section,     licachiug  that  relating  to  I  lie  >ilver  dollar,  he  said 
^*Tliis  dollar,  by  reason  of  its.  intrinsic  value  being  gi'eater 

iiietiillurgiml  and  nuinismntical  subject^  with  the  rc<]ue6t  that  the  printed 
bill  shuuld  be  rctiirned  with  tjuch  notes  and  8u^'|D:ehtion8  as  exiierience  and 
etlucation  should  dictate.  In  tliis  way  the  views  of  more  than  thirty  gen- 
thMiK'H  who  are  c<tnvorsant  with  tho  manipulation  of  metals,  the  manufiio- 
ture  of  coinafre,  the  execution  of  the  pivsent  laws  rehitive  thereto,  the 
metluKl  of  keeping  accounts,  and  of  making  returns  to  the  department 
liave  l>een  obtained." 
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than  its  nomiDal  value^  long  sinoe  ceased  to  be  a  coin  of  circu- 
lation^ and  is  melted  by  manu&cturers  of  silverware.  It  does 
not  circulate  in  commercial  transactions  with  any  country,  and 
the  convenience  of  these  manufacturers,  in  this  respect,  can 
better  be  met  by  supplying  small  stamped  bars  of  the  same 
standard,  avoiding  the  useless  expense  of  coining  the  dollar 
for  that  purpose."  Mr.  Kelley  also  added,  "  It  is  impossible 
to  retain  the  double  standard.  The  values  of  gold  and  silver 
continually  fluctuate.  .  .  .  Hence  all  experience  has  shown 
that  you  must  have  one  standard  coin  which  shall  be  a  full 
l^al  tender,  and  then  you  may  promote  your  domestic  con- 
venience by  having  a  subsidiary  coinage  of  silver  which  shall 
circulate  in  all  parts  of  your  country  as  l^al  tender  for  a 
limited  amount."  The  bill  passed  the  House  by  a  vote  of  one 
hundred  and  ten  to  thirteen,  and,  after  further  discussion  and 
amendments  by  the  Senate,  was  referred  to  a  committee  of 
conference^  whose  report  was  adopted.  Thus  the  measure 
received  much  more  careful  attention  than  most  measures. 
Congress  did  not  act  blindly  in  discontinuing  the  coinage  of 
the  silver  dollar.  Congress  merely  put  in  l^al  form  the  pre- 
vious action  of  the  people.* 

'  For  a  fuller  account  of  the  action  of  Congress  on  this  subject,  see  Upton's 
Money  in  Politics,  chap.  20.  "  The  report  of  the  deputy  comptroller  of  the 
currency,  transmitted  to  Congress,  in  1870,  by  the  secretary  [of  the  treasury], 
three  times  distinctly  stated,  that  the  bill  accompanying  it  proposed  to  dis- 
continue the  issue  of  the  siWer-doUar  pieces.  Various  experts,  to  whom 
it  had  been  submitted,  approved  this  feature  of  the  bill.  The  House  was 
informed  by  its  members  of  this  provision,  and  the  bill  was  printed  thirteen 
times  by  order  of  Congress,  and  once  by  the  commissioners  revising  the 
statutes,  and  was  considered  during  five  successive  sessions.  K  the  question 
of  the  doable  'standard  did  not  become  prominent  in  the  discussion  upon 
the  bin,  it  was  for  the  reason  that  usage  had  established  the  gold  dollar  at 
the  imiti  the  sUver  dollar,  on  aocoont  of  its  greater  relative  Talne^  hxfhmi^ 
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In  the  trcasur)'-bill  a  subsidiaiy  dollar  weighing  three  hun- 
dred and  eighty-four  grains^  and  having  a  limited  l^al-tender 
power,  was  reconimendeil.  Instead  of  authorizing  this,  Con- 
gress authorized  a  trade  dollar,  weighing  four  hundred  and 
twenty  grains  and  which  was  a  legal-tender  to  the 
amount  of  five  dollars.  It  was  coined  at  the  request  of 
merchants  and  other  Eastern  people  who  were  trading 
with  China,  and  was  not  intended  for  use  in  this  country.* 

Although  Congress  had  discontinued  the  coinage  of  the 
silver  dollars,  the  legal-tender  quality  of  those  existing  was 
not  affected.  Only  a  few  though  had  been  coined  since  1806, 
and  long  before  the  enacting  of  this  law  they  had  disappeared. 
Their  demonotizsition  came  four  years  later  in  revising  the 
statutes  of  the  United  States.  The  "  Revu^ion,"  as  the  new 
compilation  was  called,  superseded  all  pre-existing  general 
laws  to  which  it  rcferre<l.  By  the  revision  all  the  silver  coins 
of  the  United  Statt^s  were  declared  to  be  a  logal  tender  for 
payments  not  exc»eeding  five  dollars.  This,  of  course,  included 
the  silver  dollar.  As  iiothinir  <iui  l)e  taken  awav  from  noth- 
in*:,  it  is  difficult  to  jKjn'cive  how  this  action  of  the  revisers 
affected  anything  or  anylxKly,  inasninch  as  no  silver  dollars 
were*  then  in  circulation  and  their  coinage  had  been  formally 
discontinued. 

with  the  Mexican  ilolhir  jiml  i)istaret*n,  cli^aI^pea^c^l  from  the  circulation  of 
llie  country.  The  coinage  Act  <»f  1873,  and  the  Kevi!>ed  Statutes  of  1874, 
simply  repisten.'d  in  the  form  »>f  a  statute  what  had  ])een  really  the  unwrit- 
ten law  of  the  land  for  forty  years."— Comp.  Knox,  Report^  1876,  p.  54. 

>  Act,  P'eb.  12,  1873,  42  Cong.,  third  sewion,  chap.  131,  sec.  15.  Con- 
gress resolved,  July  22, 1876,  "that  the  trade  dollar  shall  not  hereafter  be 
a  Ivg-iil  tender,  and  the  secretary  of  the  treasur>'  is  liereby  authorized  to 
limit  from  time  to  time  the  coinage  theret'f,  to  such  an  amount  as  he  maj 
deem  sufficient  to  meet  the  ex|X)rt  demand  for  the  same." — Rcs^  Na  17,  sec.  % 
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Hardly  had  the  new  coinage-law  been  enacted  when  silver, 
as  compared  with  gold,  fell  rapidly  in  price.  Within  twelve 
months  the  quantity  of  silver  contained  in  a  silver  dollar  could 
be  purchased  for  ninety-eight  cents  in  gold;  in  1874,  for  four 
cents  less ;  in  1876,  the  price  had  advanced  to  ninety-seven 
and  two-tenths  cents,  and  the  next  year  it  fell  to  ninety  cents. 
Such  a  sudden  and  large  disturbance  in  the  price  of  silver  was 
unparalleled.  As  the  people  of  this  country  were  using  for 
a  circulating  medium  only  United-States  notes  and  the  notes 
of  national  banks,  current  exchanges  were  not  affected  by  the 
fluctuating  ratio  between  the  two  metals.  The  government 
continued  to  receive  gold  at  the  custom-houses,  and  to  disburse 
it  in  paying  the  public  obligations.  No  one  felt  wronged  in 
paying  or  receiving  it.  The  decline  in  the  value  of  silver 
affected  no  class  except  the  producers  and  those  who  employed 
it  in  the  arts. 

In  March,  1875,  Mr.  Reagan,  a  member  of  the  House, 
offered  an  amendment  to  a  bill  relating  to  the  issue  of  small 
silver  coins,  declaring  that  the  silver  coins  of  the  United  States 
of  the  denomination  of  one  dollar,  should  be  a  legal  tender  in 
a  payment  at  their  nominal  value  for  any  amount  not  exceed- 
ing fifty  dollars.  By  this  amendment  the  legal-tender  power 
of  the  trade  dollars  would  have  been  increased  from  five  dol- 
lars to  fifty.  A  month  later  the  Senate  amended  the  bill  and 
authorized  the  coinage  of  a  silver  dollar  nine-tenths  fine,  and 
weighing  four  hundred  and  twelve  and  eight-tenths  grains  troy, 
and  which  was  to  be  a  l^al  tender  to  the  amount  of  twenty 
dollars  in  one  payment,  except  for  duties  and  interest  on  the 
public  debt.  The  profit  from  coining  this  dollar  was  to  accrue 
to  the  treasury.  Each  House  passed  the  amendment  proposed 
theraiii  and  did  nothing  more. 
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The  production  of  silver  in  large  quantity  in  this  oonntiy 
began  in  1862,  but  finding  a  ready  market  abroad,  and  also  at 
home,  for  use  in  the  arts,  the  demonetization  of  the  silver 
dollar  occasioned  no  injury  to  any  person.  When  Congress 
detennincd  to  resume  specie  payments,  and  the  value  of 
silver  declined  in  Euroixj,  then  the  producers  of  silver  awoke 
to  the  ini|K)rtance  of  getting  the  coinage-law  so  amended 
as  to  permit  the  largest  use  of  silver.  If  free  coinage  could 
be  adoptetl,  and  the  limitation  on  its  legal-tender  power 
be  removed,  a  larger  quantity  of  silver  would  be  coined  and 
used  as  money,  and  the  value  of  silver  would  be  sustained 
or  enhanced. 

A  strong  agitation  now  arose  for  the  remonetization  of 
silver.  The  statement  was  put  forth,  and  constantly  repeated, 
that  silver  had  been  stealthily  demonetized  through  the  un- 
ceasing alertness  of  money-grasping  creditors.  In  truth,  they 
could  have  been  as  justly  accused  of  filling  up  the  Mississippi, 
or  of  removing  the  sands  of  the  desert  of  Sahara.  For  twenty 
years  we  hail  had  two  standards,  not  gold  and  silver,  but  gold 
and  paper,  ami  in  most  transactions  [>ersons  had  bought  and 
sold  by  the  paper  standard  ;  no  one  had  ever  thought  of  giving 
or  receiving  silver ;  consequently,  when  Congress  stopped  the 
coinage  of  the  silver  dollar  and  demonetized  it,  a  kind  of  dol- 
lar was  erasetl  from  the  statute  book,  whose  use  the  people 
had  long  discarded  and  quite  forgotten. 

The  silver  producers  were  joined  by  a  powerful  ally,  those 
who  were  in  favor  of  an  increase  in  the  currency  and  of  pay- 
ing the  public  debt  in  silver.  In  previous  chapters  we  have 
shown  how  fiert^ely  the  resuming  of  specie  payments  was  re- 
sisted from  the  close  of  the  war  until  their  consummation,  and 
how  strong  was  the  sentiment,  at  times,  of  dischai^ging  the 
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bonded  obligations  of  the  government  ynih  l^al-tender  notes. 
When  specie  payments  were  finally  resumed,  the  value  of 
a  silver  dollar  was  worth  considerably  less  than  a  gold  one, 
and  opinion  in  favor  of  paying  the  bonds  in  silver  quickly 
developed.^  The  silver  producers,  thus  reinforced,  were 
strong  in  number,  and  the  contest  they  have  waged  is  one  of 
the  most  interesting  in  monetary  history,  and  of  far-reaching 
practical  consequences  to  the  government  and  to  the  people. 

The  chief  argument  advanced  by  the  supporters  of  silver 
was  that  prices  depended  largely  on  the  volume  of  money, 
and,  consequently,  silver  should  be  employed,  otherwise  a 
grievous  wrong  would  be  inflicted  on  society.  Senator  Jones, 
of  Nevada,  was  the  champion  of  the  movement  for  restoring 
the  use  of  silver.  Through  his  effort  a  Monetary  Commission 
was  created  to  investigate  the  subject,  of  which  he  was 
appointed  chairman.  The  report  of  the  commission  is  one  of 
the  most  elaborate  and  able  pleas  in  support  of  a  cause  ever 
made  to  Congress.^  It  was  chiefly  the  work  of  the  chairman, 
and  George  M.  Weston,  the  able  secretary  of  the  commission. 
Both  were  complete  masters  of  the  subject. 

The  conmiission  remark,  "  It  is  obvious  that  a  violent  con- 
traction in  the  volume  of  money  would  have  been  disastrous 
to  all  classes  of  creditors,  including  nations.  This  would  be 
its  first  effect,  its  more  immediate  result.  .  .  .  Price  is  the 
expression  in  money  terms  of  the  relation  which  the  unit  of 
money  bears  to  a  specified  quantity,  or  the  unit  of  each  and 
every  other  thing  in  exchange.  Under  a  credit  system  where 
contracts,  aggr^ating  a  vast  amount,  to  pay  money  at  future 
periods  have  been  made,  steadiness  in  prices  becomes  the  all- 
impoirtaiit  consideration,  and  that  steadiness  depends  on  the 

>  SiiMto  Bepofft^  Ko.  703, 44  Oong^  seoond  Besnon,  p.  93.  *  Bud. 
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steadiness  in  the  quantitive  relation  between  money  and  all 
other  things.  The  performance  of  contracts  to  deliver  com- 
modities or  render  services  is  not  made  either  less  or  more 
difficult  by  an  increase  or  decrease  in  the  volume  of  money. 
But  nearly  all  contracts  in  the  commercial  world  are  for  the 
future  delivery  of  money,  and  the  consideration  received  and 
the  promise  made  in  such  contracts  are  based  on  existing 
prices.  The  command,  therefore,  which  commodities  and 
services  may  have  over  money  in  the  future,  and  which  will 
find  its  expression  in  price,  becomes  a  matter  of  vital  im- 
portance. 

"  Under  firmly-established  systems  the  value  of  each  unit 
of  either  metallic  or  fiat  money  depends  absolutely  upon  the 
number  of  sucli  units  and  the  relation  they  bear  to  the  services 
they  are  required  to  perform.  The  purchasing  power  of  the 
world's  entire  stock  of  metallic  money  would  neither  be 
increased  nor  diminished  by  an  increase  or  diminution  of  its 
magnitude,  if  other  things  should  at  the  same  time  remain 
unchanged.  The  value  of  that  stock  can  only  be  changed  by 
an  increase  or  diminution  of  the  things  which  it  is  the  funo- 
tion  of  money  to  measure.  If  the  volume  of  either  metallic 
money  or  accepted  ^^  money  should  be  doubled,  at  however 
great  or  little  cost,  other  tilings  remaining  the  same,  the 
aggn^te  value  of  neither  would  be  changed,  but  the  value  of 
each  imit  would  be  diminLshed  one-half.  ...  It  is  the  mag- 
nitude of  that  stock  relative  to  the  amount  of  services  it  is 
required  to  perform,  that  controls  the  value  of  each  unit  of 
either  metallic  or  fiat  money." 

The  commission  then  advance  a  step,  and  consider  the 
influence  of  "banking  expedients"— checks,  bills  of  exchange, 
and  clearing-houses  on  prices.    They  maintained  that  when 
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the  volume  of  money  was  diminished,  these  expedients  must 
diminish,  and  prices  must  fall  in  a  corresponding  ratio. 
Money  was  the  primary  and  governing  force  whose  functions 
could  not  be  superseded  by  any  device  whatever,  and  whose 
volume  or  existence  did  not  depend  on  banking  expedients, 
while  these  expedients  grew  out  of  money  and  could  not  exist 
without  it.  The  farthest  extent  to  which  they  could  be  used 
was  already  practically  reached,  and  they  could  only  increase, 
and  must  decrease,  as  the  volume  of  money  increased  or  dimin- 
ished.^ This  reasoning  partly  applied  to  the  effect  of  credit 
on  prices. 

That  the  use  of  banking  expedients  can  be  extended  no 
further  is  a  questionable  statement,  and  so  is  the  next,  that 
they  must  decrease  with  the  diminution  in  the  volume  of 
money.  In  Great  Britain  the  paper  circulation  has  been 
slowly  diminishing  since  1844,  yet  the  banking  expedients 
have  increased  enormously — many  times  beyond  the  metallic 
additions  to  the  circulating  medium.  These  expedients  will 
increase  with  the  multiplying  of  banks  and  the  growth  of  the 
habit  of  making  deposits  and  using  checks.  If  another  dollar 
should  never  be  added  to  the  existing  supply,  the  medium 
that  may  be  employed  in  making  loans  and  in  paying  debts 
may  be  enormously  increased  in  the  ways  above  mentioned. 

From  the  b^inning  to  the  end  of  their  argument  the  com- 
mission sought  to  show  not  simply  that  prices  were  principally 
determined  by  the  volume  of  money,  but  by  the  volume  of 
metallic  money.  We  have  made  the  only  reference  to  paper 
money  contained  in  this  elaborate  report.     The  idea  is  ever 

^  Omfieming  the  proportion  of  checks  and  drafts  ased  in  payments  to 

gM  and  niwet  coin  and  paper  currency,  see  Comp.  Knox's  yaloable  Beport 

£>r  1881. 
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kept  before  us  that  the  volume  of  metallic  money  determines 
prioeS)  while  the  influence  of  bank  and  government  monej^ 
and  bills  of  exchange^  bank  checks  and  credit  is  carefully  left 
almost  out  of  sight.  If  it  were  true  that  prices  mainly  rest  on 
a  metallic  foundation^  then  their  argument  would  have  been 
conclusive^  for  the  silver  portion  of  that  foundation  in  some 
countries  is  so  large  that  it  cannot  be  removed  without  sink- 
ing prices^  any  more  than  the  land  above  a  mine  can  retain  its 
level  if  the  mineral  and  supports  beneath  are  taken  away. 
When  Hamilton  wrote  in  his  mint  report  that  ^^  to  annul  the 
use  of  either  of  the  metals  as  money  is  to  abridge  the  quantity 
of  circulating  medium^  and  is  liable  to  all  the  objections  which 
arise  from  a  comparison  of  the  benefits  or  a  full^  with  the 
evils  of  a  scanty,  circulation,"  this  state  of  things  existed. 
The  first  United-States  bank  had  not  been  created ;  only 
three  State  banks  existed,  and  the  quantity  of  notes  issued  by 
them  was  very  small.  The  money  then  in  circulation  con- 
sisted chiefly  of  gold  and  silver.  To  demonetize  either  metal 
at  that  time  would  have  inevitably  caused  a  sinking  of  prices 
and  great  distress.  Such  a  step  would  have  been  criminally 
unwise.  For  forty  years  this  was  the  general  opinion.  Said 
Senator  Sanford,  in  his  report,  in  1830,  "Our  system  of 
money  established  iu  the  year  1792  fully  adopts  the  principle 
that  it  is  expedient  to  coin  and  use  both  metals  as  money,  and 
such  has  always  been  the  opinion  of  the  people  of  the  United 
States."  The  circulation  of  the  country  for  a  long  period  was 
chiefly  foreign  coin,  and  this  Ls  why  it  was  made  a  l^al  tender 
and  was  so  conspicuous  in  our  monetary  system.*     The  ques- 

^  Its  regulation  was  an  important  matter  with  Congress  until  1810,  and 
formed  the  subject  of  several  investigations  and  lengthj  discussions,  an  ao- 
oount  of  which  is  given  in  the  preceding  vol.,  p.  169. 
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tion  of  establishing  a  correct  ratio  between  gold  and  silver 
engaged  the  attention  of  men^  inside  and  outside  Congress^ 
from  the  b^inning,  and  for  many  years  was  the  chief  topic 
of  discussion  pertaining  to  the  coinage. 

At  the  time  of  making  the  Sanford  report,  however,  some 
persons  saw  that  metallic  money  was  not  the  only  money  that 
influenced  prices.  Bank-notes  had  come  into  general  use,  and 
readily  circulated.  The  notes  of  the  second  United-States  bank, 
especially,  were  in  high  repute,  and  were  everywhere  received 
for  their  face  value.  These  notes  had  the  same  effect  on  prices 
as  the  gold  and  silver  they  represented.  Secretary  Ingham, 
in  his  report  on  the  relative  value  of  gold  and  silver,  had 
learned  this.  So  had  John  White,  cashier  of  the  Bank  of  the 
United  States,  at  Baltimore,  who  had  well  studied  the  matter. 
They  clearly  saw  that  the  outflow  of  gold  was  caused  not  so 
much  by  its  wrong  legal  ratio  to  silver  as  by  its  greater  value 
for  exportation  purposes  than  the  paper  then  in  circtdation. 
Silver  went  as  well  as  gold.  Foreigners  did  not  want  our 
bank-notes,  but  would  readily  take  our  coin.  It  was  another 
illustration  of  the  familiar  fact  that  paper  money  has  no  wings. 
As  the  bank-notes  remained  at  par,  their  circulation  was  not 
checked,  and  prices  were  not  affected  by  the  outflow  of  the 
precious  metals,  for  the  volume  of  money  remained  the  same 
or  increased. 

At  a  later  period,  when  the  California  and  Australian  gold 
mines  were  discovered,  Chevalier,  and  others  in  Europe, 
favored  the  demonetization  of  gold,  in  order  to  "  redress  the 
situation."  In  other  words,  they  favored  this  change  in  the 
interest  of  creditors,  but  in  Europe  the  proportion  of  metallic 
money  to  the  whole  amount  then  existing,  was  far  greater  than 
the  proportion  in  this  countiy ;  consequently,  a  demonetization 
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of  either  gold  or  silver  there  would  have  caused  a  fearful  con- 
traction with  very  costly  results.  In  this  a)untry  the  question 
was  not  considereil,  yet,  if  the  cliauge  had  been  made,  the 
results  would  not  have  been  verj'  serious,  because  bank-notes 
formed  so  large  a  portion  of  the  circulating  medium.  If  the 
effect  of  demonetizing  one  or  the  other  at  that  time  had  been 
to  weaken  the  siipci'structure  of  lyaiKir  money,  then,  indeed, 
would  the  conseciucuces  have  been  temfic  to  all  classes. 
Demonetization  in  Europe  meant  the  deliberate  destruction  of 
a  portion  of  the  metallic  money  in  order  that  the  value  of  the 
remainder  might  1)0  preserved  or  enhanced.  Such  a  cliange 
at  no  time  has  ever  engagwl  the  attention  of  a  considerable 
nmnber  of  persons  in  our  countr}'  with  respect  to  the  metallic 
circulation. 

The  effect  of  paper  money  in  influencing  prices,  and  conse- 
quently in  diminishing  the  imiK>rtance  of  lx)th  gold  and  silver 
for  monetary  puq)as<.'S,  was  clearly  seen  by  Senator  Hunter,  of 
Virginia,  in  his  re]>ort  *  on  a  cliange  in  the  coinage  in  1852. 
"If  all  the  ])e(.*nniarv  transactions  of  societv  had  l^een  settled 
in  currency,  and  there  had  been  no  currency  but  specie,  there 
is  roas<.>n  to  l>elievc  that  tlie  present  state  of  things  would  give 
unmistakable  evidences  of  the  effects  of  a  contraction  of  the 
currency  upon  our  enterprise  and  industiy.  But,  since  the 
general  use  of  bills  of  exeliango,  currency  hits  not  constituted 
the  only  means  of  settling  jxH'Uuiary  transactions ;  and  in  the 
middle  of  the  seventeenth  century,  when  banks  Ixjgan  to  be  felt 
in  commercial  affairs,  specie  has  not  constituted  tlie  currenc}''  of 
the  world ;  but  this  last  has  been  so  largely  composed  of  pa|)er 
that  we  cannot  omit  its  consideration  in  any  question  connected 
with  our  standard  of  value.     Perhaps  no  discovery  in  the 

^  Xo.  1(U|  32  Cong.|  firat  session. 
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whole  machinery  of  commeroe  has  been  more  important  to  the 
world  than  that  of  the  bill  of  exchange,  none  which  saved  so 
mudi  labor  in  its  processes^  none  which  was  so  efficient  in 
keeping  up  some  approximation  between  the  real  and  the  money 
standards  of  the  world/'  .  .  .  But  this,  he  continued,  was  not 
'^  the  only  mode  in  which  paper  has  diminished  the  demand  for 
the  precious  metals."  Bank-notes  had  been  issued,  based  not 
on  the  principle  of  having  them  rest  on  a  deposit  of  coin  for 
their  full  amount,  but  on  the  capacity  of  the  issuers  to  redeem 
them  when  presented.  They  not  only  swelled  the  volume  of 
money,  but  released  the  use  of  gold  and  silver  for  money 
purposes,  and  so  caused  the  freer  use  of  it  in  the  arts. 
The  size  of  the  price-measure,  therefore,  was  not  diminished  by 
this  process  of  adding  paper  money  and  withdrawing  specie. 

During  the  war,  specie  payments  were  suspended,  and  the 
paper  standard  deteriorated.  But,  as  we  have  shown  else- 
where, the  higher  prices  were  not  merely  the  r^stration 
marks  of  depreciation.  They  were  caused  partly  by  the 
enormously  increased  demand  for  things.  While  the  suspen- 
sion lasted,  a  large  portion  of  our  specie  went  abroad  because 
there  was  no  use  for  it  here.  As  the  time  drew  near  for 
resuming,  it  returned  in  payment  for  bonds  issued  in  order  to 
get  it,  and  for  products.  No  silver  accompanied  the  yellow 
metal.  When,  therefore,  Congress  demonetized  it,  the  event 
had  not  the  remotest  effect  on  prices,  for  no  silver  was  in  cir- 
culation, or  formed  a  basis  for  the  paper  money  then  in  use.* 

^''It  maj  be  confidently  stated  that,  from  1834  to  1873,  no  edlver  dollar 
pieces  have  been  presented  at  any  cnstom-house  in  payment  of  duties.  The 
entire  costoms  of  the  country  during  this  period  were,  with  the  exception 
of  rihrer  used  in  change,  paid  in  gold  coin,  and  from  this  fund  the  interest 
IMid  npoa  the  public  debt  has  been  chiefly  derived.  It  is  not  probable 
that  in  the  last  forty  years  one  of  these  silver  dollar  pieces  has  be«i^ 
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If  hWwy  IuuI  not  lxH*i>meaii  important  product,  the  value  of 
wliicli  i(  wits  (Ii^inihlo  to  sustain,  it  is  probable  that  the  ''  dol- 
lar of  tlio  tiiihors  **  would  have  henceforth  quietly  rested  "with 
tlu*  latliors  tli(*insi4vt*s. 

Ahliou^li  tlio  tltMuonotizntion  of  money  that  we  did  not 
|H».H.s(«Ks  iitulfl  liavo  had  no  inlhionoe  on  prices,  the  action  of 
(\»ujfi>'Hs  tliil  havo  a  pros|HXiive  effect.  Our  country  had 
lHH*i»nio  a  larp'  pi\Hhuvr  of  silver,  and  if  the  coinage-law  had 
not  Ikvu  rhan^^il,  all  tho  silver  might  have  been  coined,  ita 
valuo  U'ttor  sustaininl,  tho  volume  of  currency  increased, 
pritx»s  ailvanixnl,  and  doht-jwying,  except  in  cases  requiring 
p)KI,  rondrn^il  niori'  misy.  These  effects  of  continuing  the 
unllmittHl  iHiinuge  of  silver  wore  so  clearly  seen  that  the  sudden 
^niwtli  of  a  |mrty  in  favor  of  returning  to  the  bimetallic  sys- 
toni  surpriscnl  no  ono  familiar  Avith  the  currency  agitation  for 
tho  filloon  years,  or  inori\  proiHxling, 

A  bill  was  intnHhutHl  into  tho  House,  in  1876,  providing 
f«»r  th(»  ftvf}.  winagi*  of  silver.  The  sjKeches  for  wliich  that 
foriiUHl  a  text  won*  voluminous.     On  no  financial  subject  in 

llio  last   twontv-fivo  voars  <HJ  so  many  small  fishes  talk  like 

•  •  • 

wlialos.  Many  sjx^kors  donounoi\l  tho  public  creditor  in 
st'vort*  ami  unRntsonin^  terms.  Tho  bill  ^\'sls  amended,  limit- 
ing the  maxinuim  amount  of  cH>inago  to  $4,000,000  a  mouth, 
ami  establishing  a  miniinnm  of  half  that  amount.     Although 

uso«J  in  this  country  in  tho  payniont  of  dcht,  except  in  certain  cases  of 
HlHN'iul  wntract,  while  thousands  of  nuUions  in  gold  cinn  have  been  used 
to  litiuidate  debts.  Inith  puhlic  nnd  private.  The  average  amount  in 
nilvor  d<illar  piooi*8  annually  ctuneil  durinir  thi^se  forty  years  has  been 
alH»ut  $U>0,000.  Tlie  a^'m  did  not  pass  into  circulation,  but  was  chiefly 
nsetl  aa  a  convenient  jwrtion  of  silver  in  the  laboratoir  of  the  metal* 
luriTist,  or  was  hoarded  as  an  object  of  curiosity." — Comp.  Kkox'b  Bepori^ 
ISTti,  j».  63. 
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President  Hayes  vetoed  the  bill,  it  was  passed  over  his  veto 
by  both  houses.^  No  silver  could  be  coined  on  private 
account;  silver  producers  obtained  a  new  outlet  for  their 
silver  to  the  extent  of  the  treasury  purchases,  while  the  gov- 
ernment gained  the  profit  between  the  market  price  paid  for 
the  silver  and  the  l^al  price.  One  provision  of  the  bill  related 
to  international  action  for  the  restoration  of  the  use  of  silver. 
During  the  debate  the  question  of  paying  the  bonds  in  silver 
instead  of  gold  was  discussed.  That  members  of  Congress  in 
their  discussion  about  the  payment  of  the  debt  in  coin  had 
both  gold  and  silver  in  mind  is  shown  by  the  record.  Their 
views,  however,  have  no  bearing  on  any  side  of  the  question. 
It  is  one  of  intention  between  the  parties  to  the  contract,  and 
these  were  the  United  States  and  the  purchasers  of  bonds. 
What  did  the  government  intend  to  pay  and  the  purchasers 
expect  to  receive  ?  Unquestionably  gold,  because  it  was  the 
cheaper  metal.  The  advocates  of  silver  maintained  that  the 
intention  was  to  make  payment  in  the  cheaper  metal,  which- 
ever it  might  be.  This  was  not  the  feet.  The  government 
intended  to  pay,  the  bondholders  expected  to  receive,  gold,  and 
the  reason  for  the  intention  and  expectation  was  because  gold 
was  the  cheaper  metal.  And  it  had  been  for  so  long  a  period, 
that  neither  party  thought  of  paying  or  receiving  the  other. 
The  government  had  paid  bonds  that  matured  in  1863  in  gold, 
beside  many  others,  long  before  and  since  that  time.  Inter- 
preting the  contract  by  the  familiar  legal  rule  of  intention,  the 
government  was  bound  to  pay  in  gold.  Surely  this  was  good 
policy,  for  a  government  ought  always  to  deal  liberally  with 
its  creditors  in  such  matters  in  order  to  sustain  to  the  highest 
d^ree  of  efficiency  its  money-borrowing  power. 

>  Ao^  Fel).  28, 1878,  45  Cong.,  second  session,  chap.  20. 
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The  effects  of  the  l(^islatioD  of  1876  may  be  briefly  oon- 
sklercd.  The  effect  on  prices  of  increasing  the  quantity  of 
money  can  never  be  easily  roistered,  and  the  effect  of  the 
silver  additions  since  1876  are  difficult  to  ascertain^  because 
the  ([uantity  of  money  was  so  large  before,  and  because  prices 
arc  {x^rpetually  moving  up  and  down,  like  the  tides  of  the  sea, 
by  many  forces.  It  may  be  questioned  whether  prices  have 
been  appreciably  effected  by  the  recent  coinage  of  silver.  The 
silver  commission  remarked  that  the  magnitude  of  the  stocks 
of  silver  and  gold  in  the  world  was  an  element  of  steadiness 
in  their  value,  which  had  been  often  overlooked.  Their 
steadiness  of  value  arising  fmrn  this  cause,  it  was  maintained, 
would,  "  of  course,  become  still  greater  as  stocks  are  hereafter 
enlarged."  Admitting  this  deduction  to  be  correct,  the 
quantity  of  money  acting  as  a  measure  of  prices  for  a  long 
time  has  l^eeu  so  large  that  it  is  hardly  probable  the  recent 
silver  increase  has  affectal  them. 

I-iastly,  what  has  been  the  effect  of  the  silver  additions  by 
autliority  of  the  law  of  187G  ou  the  aggregate  value  of  the 
monetury  supply  ?  This  inquiry  may  be.  prefaced  by  repeat- 
ing a  remark  of  the  silver  eommisp.ioo  that,  if  "  the  volume 
of  eitliiir  metallic  money  or  accepted  fiai  money  should  be 
doubled,  at  however  gix-at  or  little  cost,  other  things  remain- 
ing the  same,  the  aggregate  value  of  neither  would  be  clianged, 
but  the  value  of  each  unit  would  be  diminished  one  half." 
This  remark  approximates  as  closely  to  the  truth,  probably, 
as  most  economic  generalizations,  and  if  it  l)e  thus  accepteil, 
the  deduction  follows  that  the  injection  of  silver  into  tlie  body 
of  the  currency  has  incrciised  the  quantity  without  enhancing 
its  value.  If,  however,  prices  are  no  higher  than  they  would 
have  been  without  this  increase  it  follows  that  the  larger  quan- 
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tity  in  circulatioii  possesses  more  value,  could  be  exchanged 
for  more  commodities,  than  the  smaller  quantity  previously 
existing.  The  new  silver  supply  has  added  to  the  world's 
wealth,  but  not  to  the  aggregate  value  of  it,  so  far  as  this 
supply  has  raised  prices.  Has,  therefore,  all  the  labor  spent, 
in  bringing  silver  from  its  dark  hiding  places  to  the  light,  and 
in  transporting  and  coining  it,  gone  for  naught  ?  Employment 
has  been  given  to  many  persons  with  all  the  accompaniments 
of  production ;  the  exchange  of  the  silver  has  effected  a  wider 
and  perhaps  more  equal  distribution  of  values;  while  the 
wealth  of  the  world  has  in  consequence  been  expanded. 

It  will  not  be  questioned,  however,  that  beside  the  silver 
producer,  the  private  debtor  has  gained  by  the  change,  if 
prices  have  been  inflated  by  the  new  additions  to  the  cur- 
rency. His  condition,  though,  did  not  justify  the  action  of 
Congress.  If  one  believed  some  of  the  speeches  delivered 
on  the  Bland  bill,  he  would  conclude  that  the  fate  of  debtors 
was  unceasingly  hard,  and  that  the  remorseless  creditor  always 
triumphed.  History  teaches  another  lesson.  In  the  Jewish 
theocracy  the  creditor's  claim  was  released  after  seven  years, 
and  in  intervals  of  similar  length  the  land  was  allotted  anew 
to  the  people.  Kings  of  almost  all  ages  have  debased  their 
coinage  at  insular  intervals,  and  if  they  did  this  primarily  to 
aid  themselves,  private  debtors  were  far  more  benefited. 
Statutes  of  limitation  and  bankrupt  laws  exist  among  all 
civilized  nations  as  means  of  redressing  injuries,  squaring 
accounts,  and  giving  the  unfortunate  another  chance  in  the 
race.  The  world  looks  on  these  measures  with  approval, 
otherwise  they  would  not  stand  ;  remembering  their  universal 
prevalence,  how  imperfect  is  the  vision  that  discerns  favorable 
legislation  only  for  the  strong  and  the  rich  I    If  the  mental 
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Htrahismus  of  such  })cr80us  shall  ever  be  corrected,  they  will 
ex[K;ricnce  a  joyful  surprise  of  the  first  magnitude.  There 
was  no  need,  therefore,  of  enacting  the  silver  law  to  aid  the 
debtor.  The  circulation  of  the  currency  was  expanding  quite 
enough  by  additions  of  gold  and  bank-notes,  and  by  the  more 
g(^iienxl  use  of  those  instruments  of  exchange,  which  have  so 
mar\'clously  economized  the  use  of  all  kinds  of  money. 

With  respect  to  the  payment  of  public  debts,  there  was  no 
need  of  increasing  the  currency  to  jwy  them,  for  the  reason 
that  they  are  not  jMiid,  or  very  slowly.  The  public  debts  of 
the  Old  World,  save  here  and  there  an  exception,  are  not  paid 
at  all ;  no  more  money,  consequently,  is  needed  for  that  pur- 
pose. On  the  other  hand,  the  world's  public  indebtedness  has 
been  increasing  in  a  fearful  manner  for  a  long  period,  and  is 
not  likely  to  stop  with  many  nations  until  their  creditor-power 
is  exhausted ;  so  long  as  this  movement  continues,  the  millions 
who  are  to  receive  the  money  thus  borrowed,  are  to  lose  rather 
than  gain  by  diluting  the  currency.  The  lender,  not  the  bor- 
rower; the  lx)ndholder,  not  the  government  contractor  and 
workman,  will  continue  to  gain  most  by  eximnding  the 
currcury  until  the  balance  in  the  world's  debt-account  appears 
oil  the  other  side  of  the  ledger,  and  debts  are  jwid  faster  than 
they  are  made.  Of  such  a  change  only  two  or  three  of  the 
many  nations  give  the  faintest  sign.  Admitting,  therefore, 
that  an  enlarged  deniaml  for  money  enhances  its  value,  unless 
the  (juantity  be  iiicrt»ase<l  or  its  movement  be  accelerated,  as 
EuroiK'an  nations  do  not  use  much  in  paying  debts,  the  people 
need  not  be  concerned  in  tliat  regard,  whether  the  quantity  be 
great  or  small.  The  short  history  of  increasing  the  volume 
of  money  among  nations  is,  bomiwing  more  easily,  they  liave 
contracted  more  than  §25,000,000,000  of  debts,  and  are  yet 
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borrowing.  The  prophetic  genius  of  Burke  is  not  required 
to  predict  with  confidence  what  the  end  of  this  Himalaya  of 
debt  will  be.  In  this  country  debt-paying  has  proceeded  more 
rapidly,  but  the  amount  paid  from  month  to  month  has  been 
80  small,  and  been  retained  in  the  treasury  so  briefly,  that  it 
would  be  very  difficult  to  show  wherein  any  interest  has 
suffered  from  this  policy.^  With  respect  to  States  and  cities, 
while  they  make  large  demands  on  the  people  in  the  way  of 
taxes,  the  money  is  immediately  put  in  banks  and  passes  into 
circulation,  so  that  no  derangement  whatever  can  be  ascribed 
to  the  use  of  money  for  State  or  municipal  purposes.  Is  not 
this  argument,  then,  for  increasing  the  volume  of  money, 
because  the  uses  for  it  are  multiplying  and  enlarging,  without 
much  foundation?  and  are  not  the  suffering  and  injury 
prophesied  if  a  different  policy  should  prevail,  grounded 
in  fear  or  imwillingness  to  deal  justly  by  those  who  have 
trusted  individuals  and  nations  ? 

Many  unquestionably  have  been  injured  by  accepting  wrong 
theories  of  money  as  true,  particularly  that  inflation  is  syn- 
onymous with  prosperity  and  contraction  with  hard  times. 
We  are  now  overshadowed  with  depression  ;  men  are  losing 
wealth ;  the  best  enterprises  languish  and  fail,  yet  the  volume 
of  money  is  increasing.  The  same  thing  happened  after  the 
panic  in  1873.  During  the  succeeding  six  years  of  depression, 
additions  to  the  currency  were  frequent,  yet  the  good  times  so 
anxiously  desired  did  not  come.  The  wants  of  business  did 
not  require  the  restoration  of  the  monetary  function  to  silver ; 
and  the  spring-time  of  prosperity  would  have  returned  as 
quickly  if  that  ancient  and  honorable  metal  had  been  put  into 
the  hands  of  cunning  workmen  to   be  manu&ctured  into 

'  See  Mr.  McCoUoch's  remark,  p.  340. 
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t  iT:^-:.*'"  'it  ^i. :  vfi'  i .'!  :i  —Vil ..;.-':.*> I  ':  v  <.V.a^'r^:S  would  have 
t.v:  ':rr-<-  '»:*!:.i;r'-iv  «,:" *ri^-f.:.-.-:rij  :L-r  nion-irtan-  staaJaid  to 
fli'-  -.viiif':  r;i':t.;I.  Jt  '.^r  ;:-:Li*:r::!y  a-iniittel  that  the  valae  of 
^" , ! '  I  ;i .']'  I  -11  v';r,  1  i  \:<:  ( »•  h^.  r  r-'.-ra m •  -li ti»:ts.  depenii<  largely  on 
tli'rir  rj  '•,  ;i;)r|  rlijif  if  a  -iiflk-k-ntly  \\-i*le  market  or  employ- 
ffjMit  for  -jlv«rr  'r/;iiM  U;  foijinl,  it"?  value  would  be  enhanced. 
A'^onliriy;]y,  niU'Ui]>t^  were  made,  through  intematioual  con- 
i'trt'Wf'^.^  U>  «Mfabli-li  a  ratio  Ix-tween  the  two  metals  and  en- 
lur;;f  tin*  ijm;  rif  Hilver.     A  couferenoe  was  held  in  Paris  in 
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1878  which  was  attended  by  the  delegates  of  twelve  nations. 
Those  for  the  United  States  submitted  two  propositions: 
1.  "It  is  the  opinion  of  this  assembly  that  it  is  not  to  be 
desired  that  silver  should  be  excluded  from  free  coinage  in 
Europe  and  the  United  States  of  America.  On  the  contrary, 
the  assembly  believe  that  it  is  desirable  that  the  unrestricted 
coinage  of  silver  and  its  use  as  money  of  unlimited  legal 
tender  should  be  retained  where  they  exist,  and,  as  far  as 
practicable,  restored  where  they  have  ceased  to  exist.  2.  The 
use  of  both  gold  and  silver  as  unlimited  legal-tender  money 
may  be  safely  adopted  :  first,  by  equalizing  them  at  a  relation 
to  be  fixed  by  international  agreement;  and,  secondly,  by 
granting  to  each  metal,  at  the  relation  fixed,  equal  terms  of 
coinage,  making  no  discrimination  between  them."  The  con- 
ference discussed  these  propositions  and  adopted  an  answer.^ 
At  the  time  of  doing  this,  however,  the  Dutch  del^ates  were 
not  present,  the  Italian  del^ates  refused  to  be  parties  to  it, 
and  the  approval  of  the  other  delegates  was  given  with  reser- 
vations. In  1881  another  conference  was  held  in  Paris. 
Fifteen  nations  were  represented,  beside  Great  Britain,  British 
India,  and  Canada.  Thirteen  sessions  were  held,  and  nothing 
was  accomplished  except  to  weaken  the  hope  of  extending  the 
monetary  use  of  silver  through  international  action. 

'  The  answer  was :  "  1.  Tliat  it  is  necessary  to  maintain  in  the  world  the 
monetary  fimctions  of  silver,  as  well  as  those  of  gold,  but  that  the  selection 
for  use  of  one  or  the  other  of  the  two  metals,  or  of  both  simultaneously, 
should  be  governed  by  the  special  position  of  each  State,  or  group  of  States. 
3.  That  the  differences  of  opinion  which  have  appeared,  and  the  fact  that 
even  some  of  the  States  which  have  the  double  standard  find  it  impossible 
to  enter  into  a  mutual  engagement  with  regard  to  the  free  coinage  of  silver, 
exdude  the  discussion  of  the  adoption  of  a  common  ratio  between  the  two 
l"—- JnlonMrfumaf  Mmetary  Oon^^  1879,  p.  151. 
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CHAPTER  VL 


INTERNAL  REVENUE. 


Tntkunal  taxation  hogSLU  to  }4eld  heavily  just  as  the  war 
WHN  <lni\vin^  to  a  wolcome  close.     For  the  fiscal  year  1866 
f.'tl(),lM)(S,!)H'l  wrnM-olloi^cd,  a  larger  amount  than  was  ever 
(Iniwii  liy  a  nation  from  internal  sources  in  twelve  months. 
Yd  thirt  (*nornious  sum  ^^'as  jwiid  by  a  generation  that  knew 
no  mnn^  alH)Ut  internal  taxation  than  about  tithes  or  ship 
iiionry.     Tlumgh  newly  lai<l  and  heavy,  the  burden  was  borne 
for    I  he   most   jKirt  uncjomplainingly.      Said   Commissioner 
I'nitt,  in  his  annual  ivport,  "We  may  seanJi  in  vain  in  our 
<»\vn  history,  or  that  of  other  nations,  for  such  an  example  of 
patit'iiee  and  patriotism  as  wiu^  exhibito<l  by  the  jieople  of  this 
rountry   in   tlie  payment  of  these  extraordinary  burdens.'* 
'I^liiy  were  prosjK.'rous,  and  therefore  willing  to  pay.     The 
nations  of  tlieOld  World  regarded  us  with  wonder  andafiected 
sorrow.     They  eonelude<l  from  the  elaborate  net  of  taxation 
whieh  had  been  set  to  aitdi  evei*}"thing,  and  from  the  quantity 
gjithered,  that  the  i»eoplc  were  fearfully  depleted.     England 
mournctl  oftener  and  more  loudly  than  France,  and  with  less 
hoix;  of  our  surviving  the  calamities  that  had  befallen  us. 
lioth  countries  were  then  enduring  a  heavier  load  of  taxation 
than  the  Unite<l  States,  considering  our  resources  and  pros- 
jM'rity;  but,  like  the  old  horse  in  the  Eastern  fable,  heavily 
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laden  with  pots,  pons^  stools  and  the  like^  that  pitied  a  young 
spirited  charger  whose  sole  burden  was  a  young  lad,  Franco 
and  England  had  borne  their  burdens  so  long  as  to  become 
stunned  or  deadened  to  their  weight. 

Crudely  laid  as  were  the  internal  revenue  taxcH,  they  crip- 
pled no  considerable  industry.  They  injuriously  affected  some 
minor  industries,  particularly  those  in  which  alcohol  was 
used  to  a  considerable  d^ree  in  production.  As  a  heavy  tax 
was  imposed  on  this  article,  it  increased  the  cost  of  all  tilings 
of  which  it  formed  an  important  element.  One  of  the  most 
noteworthy  of  these  products  was  burning-fluid.  Once  exten- 
sively used,  the  advance  in  the  price  of  alcohol  from  forty 
cents  to  four  dollars,  and  even  more,  per  gallon,  and  the  cessa- 
tion of  the  supply  of  turpentine  from  North  Carolina,  put  a 
speedy  end  to  this  manufacture.  The  lack  of  a  supply  of 
turpentine,  however,  was  quite  as  serious  to  the  successful  con- 
tinuing of  the  business  as  the  advance  in  the  price  of  alcohol. 
Just  at  this  time  petroleum  was  discx)vered,  and  even  if  the 
most  fevorable  conditions  liad  existed  for  manufacturing  burn- 
ing fluid,  it  could  not  have  held  the  ground  against  the  far 
cheaper  illuminating  agent  Nature  had  prcpjired  for  us.  The 
cheapness  of  alcohol  had  leil  to  its  extensive  use  for  fuel  in 
manufacturing  and  in  domestic  culinary  operations,  for  bath- 
ing and  cleaning,  for  the  manufacture  of  vaniishes,  vinegar, 
imitation  wines,  flavoring  extracts,  i>erfumery,  patent  mc<li- 
cines,  white  lead,  percussion  caps,  hats,  photograplis,  tol)ac(!o, 
washes,  dyes,  and  other  prei)arations  for  the  hair,  and  many 
other  purposes.  The  great  advance  in  the  pricw  of  tlu»  Hrti<!le 
afiected  all  these  products  in  many  ways.  The  iMipular  hair 
prqiarataons  vanished  from  the  market,  and  the  manufiuTturers 
of  patent  medicines  abandoned  their  old  preparations  and  in- 
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ventc<l  new  ones.  A  manufacturer  of  horse  medicines  who 
iLsed  fifty  thousand  gallons  of  spirits  in  1863,  testified  two 
vears  afterwartl  before  the  revenue  commission  that  his  bnsi- 
iiQ6^  had  been  destroyed.  Varnish  makers  and  hat  manufiic- 
turera  found  substitutes  for  alcohol.  Vinegar  manufactured 
from  whiskey,  which  had  been  produced  cheaply,  and  was  of 
excellent  quality,  was  supplanted  by  cider  vinegar.  Physi- 
ciaas  and  others  throughout  the  countrj'  abandoned  in  greater 
or  lesser  degree  the  use  of  alcoholic  extracts,  and  resorted  to 
crude  drugs,  decoctions,  and  syrups  as  substitutes,  while  an 
attempt  was  made  to  keep  down  the  price  to  the  consumer  of 
many  officinal  preparations  which  al)solutely  required  the  use 
of  alcohol  by  putting  them  up  at  less  than  their  proper  offici- 
nal stren^^h,  thus  inflicting  a  sanitary  injur}'.  In  all  branches 
of  the  industrial  arts  wherein  the  use  of  alcohol  spirits  was 
indispensable,  and  no  chea])er  substitute  could  be  found,  the 
utmost  e(?onomy  in  using  it  was  eveiywherc  practiced.  Of 
course,  such  a  radical  change  in  the  use  of  alcohol  diminished 
the  quantity  needed,  affecting  the  distiller,  the  grain  producer, 
and  many  other  interests.^ 

If  internal  taxes  were  harmful  to  some  industries,  they  were 
helpful  to  others,  and  enormous  fortunes  were  made  from 
their  imposition."  Pei-sons  l)elieving  that  they  would  be 
levied  or  raised,  and  sagacious  enough  to  perceive  that  prices 
would  rise  far  lx*yon<l  the  amount  of  the  tax,  bought  in 
advance,  stored  their  goods  and  waited  for  the  decree  to  go 

^  Reports  of  United  States  Key.  Commission,  1865-66,  Special  Beport, 
No.  5,  i».  10. 

'  Ibid.,  p.  27.    J  low  the  taxes  afiected  the  quantity  of  liquor  drank,  and 

tobacco  ue«d|  see  Ibid^  pp.  16-19,  and  D.  A.  Wells's  article  in  Princeton 
Kev. 
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forth.  More  than  one  thriAy  member  of  Congress  profited  hy 
discounting  the  action  of  the  government.  In  no  ease  did 
Congress  give  a  retro-active  operation  to  the  law,  and  by  not 
doing  so  l^islated  for  the  benefit  of  the  distiller  and  the  specu- 
lator, rather  than  for  the  treasury  and  the  people.  With  these 
facts  lying  before  us,  there  was  not  so  much  "  patience  and 
patriotism  '*  in  paying  taxes  as  Commissioner  Pratt  imagined. 
Who  would  not  be  willing,  nay,  eager,  to  pay  taxes,  when  he 
was  sure  to  receive  them  back,  two,  three,  or  four-fold  ?  The 
profits  realized  by  the  holders  of  stocks  of  liquors  by  an 
advance  in  the  tax  on  their  property  was  estimated  by  com- 
petent authority  at  $50,000,000.  In  July,  1864,  the  tax  was 
advanced  from  sixty  cents  to  two  dollars  per  gallon.  A  stock 
of  high  wines  and  whiskies  had  bieen  produced  in  anticipation 
of  it,  sufficient  to  meet  the  demands  for  a  year  or  longer,  and 
on  this  large  quantity  a  premium  was  realized  in  consequence 
of  the  higher  tax  from  ninety  cents  to  one  dollar  and  forty 
cents  per  gallon.  The  imposition  of  the  tax  and  its  subsequent 
advance,  in  many  cases,  had  a  similar  effect.  The  fortunes 
made  primarily  from  internal  taxation  were  not  confined  to 
'  whiskey  distillers  and  speculators.  Importers  reaped  enormous 
fortunes. 

Who  lost  ?  The  government.  Millions  of  revenue  were 
lost  at  a  time  when  most  wanted  by  fixing  a  time  so  far  ahead 
for  the  law  to  take  effect.  This  was  needful,  in  some  cases, 
but  in  most  of  them  the  tax  could  have  been  laid  on  existing 
stocks  without  unjustly  burdening  the  owner.  Had  this  been 
done,  taxation  would  have  been  less  popular,  yet  the  govern- 
ment could  well  have  bartered  the  popularity  of  the  system 
for  a  more  plentiful  supply  of  revenue.    Moreover,  we  should 

remember  that^  expecting  an  advance  and  higher  prices,  persons 

26 
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i^vorywliL^re  sought  to  obtain  needfiil  suppKes  at  existing  rates, 
Hiul  tor  a  long  time  to  come.  This  is  the  reason  why,  after 
It'vying  taxes  for  a  considerable  period,  so  small  returns  were 
iH'tn'ived.  Willing  as  the  i)eople  were  to  be  taxed,  they  were 
priuK'iit  enough  to  escape  paying  them  as  long  as  possible  by 
hoavy  purchases  in  advance.  Their  practice  did  not  square 
with  their  professions  in  this  regard,  and  their  conduct  M-as 
st'i'ious  to  the  govcrament,  for  the  revenues  were  so  much 
lighter  than  was  exjxK.'ted  that  its  credit  suffered,  and  it  became 
ncivssary  to  open  new  veins  of  taxation  to  increase  the  output. 
ll:u!  the  people  promptly  j)aid  their  taxes  under  the  law  of 
.Iiiiu',  1S0;5,  and  not  evaded  the  burden  by  unusual  purchases, 
uur  us(*<l  the  law  a^  a  means  of  accumulating  personal 
rui'tiinos  at  the  public  expense,  we  should  never  have 
rii:icl<'<l  tlicj  laws  of  Juno,  1864,  and  of  Marcli,  1865.  The 
.-:i;i:i<Mty  aii<l  economy  excrcisal  by  the  people  in  the  beginning 
proved  doliisivt*,  and  had  they  thought  of  tlie  real  situation 
thry  would  have  seen  the  futility  of  their  course.  For,  as  a 
revenue  must  be  had,  what  they  did  not  pay  in  the  beginning 
tluy  paid  afterward,  and  with  lieavy  interest.  If  Congress 
eomniitted  many  bluuders  during  this  troubled  time,  the 
jicople  committed  one  of  the  costliest  in  seeking  to  evade  the 
just  and  ne(x*ssary  operation  of  the  tax  laws,  thereby  giving 
rise  to  fresh  exi'rcises  of  legislative  power,  from  which,  in  due 
lime,  spnuig  the;  nuikest  and  most  disgraceful  crop  of  frauds 
known  in  our  liistory. 

So  long  as  ])rices  were  rising,  not  many  complaints  were 
hean!  from  the  op'ration  <;f  the  system.  The  law  was  matured 
wilh  the  l)est  wisdom  the  nation  possessed,  but  internal  tax- 
iitiou  had  not  existcnl  for  nearly  fifty  years,  the  country  was 
onnrmous  in  extent,  and  presented  far  more  difficult  problems 
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than  would  have  existed  in  a  smaller  one.  Who  could  predict 
how  the  taxes  would  affect  the  taxpayer  ?  In  many  cases  they 
were  thrown  forward  on  other  persons,  though  not  always. 
For  example,  those  who  paid  licenses  probably  added  no 
more  for  their  services  or  wares  in  consequence.  The  sum 
was  too  small  to  form  the  subject  of  such  a  calculation. 
Numerous  taxes  were  added  to  the  price  of  products,  and 
trickling  down  stopped,  some  with  one  class  of  buyers, 
some  with  another,  and  many  with  the  consumer.  The  fol- 
lowing illustration  is  worth  giving.  Formerly  umbrella  and 
parasol  makers  made  nearly  all  the  parts  of  an  umbrella,  but 
at  that  time  the  business  consisted  rather  in  assembling  the 
various  parts  which  were  made  by  different  persons  or  con- 
cerns. If  the  sticks  were  wood,  they  were  made  in  Phila- 
delphia and  Connecticut,  partly  of  native  and  partly  of  foreign 
wood,  and  on  the  latter  a  duty  was  paid.  If  the  supporting 
rod  was  iron  or  steel,  it  was  made  elsewhere.  In  like  manner 
the  handles  of  carved  wood,  bone,  or  ivory,  the  brass  runners, 
the  tips,  the  elastic  bands,  the  rubber  of  which  the  band  is 
composed,  the  silk  tassel,  the  buttons,  and  the  cover  of  silk, 
gingham,  or  alpaca,  were  distinct  products  of  manufacture, 
each  was  of  domestic  origin,  and  paid  a  tax  when  sold  of  six- 
per  cent  ad  valorem^  or  its  equivalent.  The  umbrella  manu- 
facturer put  the  parts  together,  and  paid  six  per  cent  on  the 
product  All  the  parts,  therefore,  were  taxed  at  least  twice, 
and  those  imported,  three  times,  thus  adding  from  twelve  to 
fifteen  per  cent  to  the  cost  of  the  umbrella,  while  each  separate 
manu&cturer  added  from  one  to  three  per  cent  to  the  cost 
price,  in  consequence  of  paying  the  six-per-cent  tax  demanded 
by  the  government  of  him.  In  the  beginning,  in  many  in- 
stanoee^  flie  tax  was  paid  by  the  purchaser  as  a  distinct  bilL 


404      FINANCIAL  HISTORY  OF  THE  UNITED  STATES.      [186e. 

The  duties  on  imported  goods,  as  previously  stated,  were 
advanceil  enough  to  equalize  the  internal  taxes,  but  the  adjuist- 
ment  was  not  always  accurate,  and  could  not  easily  be.  In 
the  case  of  umbrelhis,  for  example,  there  was  such  a  duplica- 
tion of  the  taxes  paid  by  the  manufacturer  tliat  the  increased 
duty  on  the  foreign  product  was  not  equal  to  the  internal 
tux,  and  at  one  time  he  was  "  threatened  with  utter  destmo- 
tion."  On  the  whole,  manufacturers  and  others  survived  the 
ine(iualitici?,  glaring  as  they  were,  and  made  money  while 
prices  were  rising.  Moreover,  they  finally  awakened  to  .the 
fact  that  a  revenue  must  Ixj  had,  and,  if  making  money,  they 
must  i)ay. 

When  prices  reached  the  highest  i)oint,  and  began  to 
turn,  then  discontent  over  the  existing  tax  system  broke  forth. 
As  soon  as  the  war  closed,  the  government  instantly  ceased  to 
be  a  demander  of  goods ;  the  country,  on  the  other  hand,  had 
become  equipixid  for  meeting  the  public,  beside  the  ordiuary 
demand.  All  knew  that  production  must  be  lessened,  and 
that  j)rices  were  destined  to  fall.  The  crucial  time  liad  come. 
AVliilo  prices  woixj  advancing,  the  tax  l)ur(loii  could  be  borne 
gcncnilly  without  much  difTiculty ;  with  rec^ediug  prias,  tax- 
paying  was  a  iar  more  serious  matter.  The  first  saving  which 
the  jxHjple  thought  of  making,  if  ])ossibIe,  in  order  to  strengthen 
themselves  against  disaster,  was  smaller  taxes.  Accoixlingly, 
a  movement  of  that  kind  was  Ixigun.  At  every  session,  bills 
were  introduced  for  rej)ealing  taxes,  and  large  reductions  were 
made  during  the  next  five  years.  Three  reasons  favored  the 
reduction.  Fii'st,  because  a  smaller  revenue  was  sufficient; 
secondly,  to  relieve  the  tax-i)ayer;  and  thinlly,  to  remove 
inequalities.  Congress  might  have  acted  more  wisely  in 
removing  inequalities  by  readjusting  the  taxes  in  many  oaaea^ 
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instead  of  wholly  repealing  them.  Complaints  constantly 
went  to  Washington^  and  Congress  thought  the  easiest  way  to 
grant  relief  was  to  repeal  the  tax;  and^  doubtless^  it  was^ 
though  b7  80  doing,  new  injuries  were  sustained  by  others. 
Congress  ought  to  have  investigated  more  careftdly  the  effect 
of  repealing  taxes  before  acting.  Like  electricity  which  moves 
along  the  line  of  least  resistance,  Congress  pursued  the  shortest 
and  least  laborious  method.  Barely  have  the  members  of 
that  body  gone  to  the  bottom  of  questions ;  content  to  apply  a 
temporary  remedy,  and  leave  future  ills  to  be  treated  by 
others.  The  people  who  first  succeeded  in  getting  taxes 
removed  were  the  happiest,  but  when  reduction  had  gone  on 
three  years,  a  competent  authority  remarked  that  the  three 
hundred  and  more  millions  paid  in  1865  were  paid  with  less 
complaint  and  disturbance  than  one-half  that  amount  in  1868.^ 
The  palpable  error  was  in  making  exemptions  instead  of 
diminishing  rates. 

The  most  unpopular  of  the  taxes  was  the  income  tax. 
First  imposed  by  Mr.  Pitt  in  1791,  as  a  war  tax,  the  tax- 
payer  believing,  like  Wilberforce,  that  war  and  an  income 
tax  were  wedded  together,  began  to  agitate  for  its  repeal  as 
soon  almost  as  the  firing  of  the  last  war-gun.  The  chief 
grounds  of  objection  to  it  were,  the  unfairness  of  pressure 
on  different  classes  of  income,  the  inquisitorial  nature  and 
arbitrary  power  granted  to  the  executive  department  of  the 
government  in  collecting  it,  and  its  demoralizing  tendency. 
The  inquisitorial  nature  of  the  tax,  which  was,  perhaps,  the 
crowning  objection,  applied  to  it  no  more  than  to  the  city, 
town^  county,  and  State  taxes  that  had  been  paid  from  the 
origin  of  local  government.    The  income  tax  introduced  no 

^  7  Lb.  Rev.  Beoord,  p.  89. 
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novelty  in  taxation.     Did  the  people  object  to  the  property 
taxes  assessed  by  the  States  and  cities  ?    They  were  not  taxed 
on  what  they  tlid  not  have ;  nor  on  what  they  could  not  pay. 
The  tax  was  laid  on  ability  suflScient  to  sustain  the  burden. 
Some  objected  because  others  deceived  the  government  officials 
and  escaped  >vithout  paying  a  due  share,  and  the  opposition 
to  paying  was  perliaps  more  deeply  grounded  in  this  objection 
tlian  in  any  other.     It  was  contended  that  the  system  of  espi- 
onage which  M'as  associated  with  the  collection  of  the  tax  was 
not  only  oppressive,  but  sometimes  injurious  to  individuals. 
In  reply  to  this,  Commissioner  Delano  remarked,  ''  that  he 
did  not  sec  why  this  objection  might  not  with  equal  foroe  be 
urged  against  all  taxes  u2)on  personal  property.     Such  taxes 
can  not  Ik»  ('<»lhM'tc<l  without  ascertaining  the  amount  of  taxable 
property  iH>sM'sstHl  by  the  tax-payer.     The  law  imposing  a 
tax  upon  iiKHimcs,  d(K«i  nothing  more  than  this,  if  so  much. 
It  simply  re<iuiivs  a  truthful  and  honest  statement  of  the 
actual  income  of  the  tax-payer  during  the  preceding  year 
which  can  be  coniplial  witli  as  easily  and  with  as  little  expo- 
sure of  private  affairs  as  any  other  law,  national,  State  or 
municipal,  whicli  is  to  raise  revenue  from  tlie  personal  estate 
of  tax-payers." 

However  unpopular  the  tax  might  be  witli  the  tax-payer. 
Congress  correctly  reflec^tc^l  public  opinion  in  their  action. 
That  opinion  was  lucidly  expressed  by  Senator  Shennan  :  "  A 
few  years  of  further  experience  ^^•ill  convince  the  body  of  our 
l)eoi)le  that  a  system  of  national  taxes  which  rests  tlie  whole 
buixlen  of  taxation  on  consumption  and  not  one  cent  on  prop- 
erty or  income,  is  intrinsicaUy  unjust.  WTiile  the  expenses 
of  the  national  government  are  largely  caused  by  the  pro- 
tection of  property,  it  is  but  right  to  require  property  to  con- 
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tribute  to  their  payment.  It  will  not  do  to  say  that  such  a 
person  consumes  in  proportion  to  his  means.  This  is  not 
true.  Every  one  must  see  that  the  consumption  of  the  rich 
does  not  bear  the  same  relation  to  the  consumption  of  the 
poor  as  the  income  of  the  one  does  to  the  wages  of  the  other. 
As  wealth  accumulates,  this  injustice  in  the  fundamental  basis 
of  our  system  will  be  felt  and  forced  on  the  attention  of  Con- 
gress." ^ 

Why,  if  a  national  income  tax  were  so  unpopular,  it  may  be 
worth  while  to  inquire,  is  a  State  property  tax  so  well  endured  ? 
Because  the  State  is  less  efficient  in  collecting  it,  and  those 
who  should  pay  the  largest  taxes,  and  who,  if  doing  so,  would 
complain  the  most  loudly,  to  a  very  laige  extent  evade  them. 
While  much  injustice  was  perpetrated  under  the  national 
system  by  unlawful  evasion,  thereby  increasing  the  burden  of 
those  who  honestly  paid,  yet  assessments  were  much  more  gen- 
eral and  complete  than  they  have  ever  been  among  the  States. 
By  far  the  greater  number  of  income  receivers  paid,  if 
not  on  the  whole  amount  of  their  income,  on  a  considerable 
portion  of  it.  Those  who  escaped  wholly,  or  in  part,  were 
the  exceptions.  It  is  quite  near  the  truth  to  say  that  those 
who  complained  of  the  law  most  were  the  same  persons  who 
tried  in  every  way  to  evade  its  just  operation.  It  was  the 
only  tax  which  they  could  not  throw  on  others,  and,  notwith- 
standing the  strong  opposition  to  it,  and  the  obvious  defects 
in  the  working  of  the  law,  no  war  tax  commanded  a  heartier 
general  support,  nor  was  in  truth  more  justly  laid.  Not  every 
one,  however,  paid  the  tax  reluctantly.  The  list  of  incomes 
was  generally  published,  and  many  a  man  was  delighted  to 
let  the  world  know  in  this  way,  not  of  his  own  seeking,  the 

^  6peedi6B^  p.  d48;  see^  also,  his  speech  in  the  Senate,  Jan.  25, 187L 
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XI  o  ■:'  N  vv.riial  iiH>>nK\  It  is  tnie  be  was  often  animated 
^\  \  ■s.-r  "x'lixis  U'sido  jutriotisni.  He  expected  to  gain 
•.ii  s-*.;!  •:  M*.  iulvantiigt's  hy  his  ixMirve.  Nor  was  he  usually 
vl  •vi:-.;x«:m;ai,     Hi<  cixxlit  w:i>  >trenjrthenod,  and  he  and  his 

*  »  u\iv  {y'^i^>l  up  cousideraMy  higher  on  the  social 
!%:.  '.<.:.  ll;iil  i\w  Kinit?  spirit  animatetl  all  income  receivers, 
•  «»U'i\  of  ilu"  until 'luil  income  tax  would  have  been  verv 
»!  \  i\,i!.  Wlu'M  ilu-  gulden  harvtst  wa<  ttver.  and  men  b^an 
IV  !^^-l•  \*!i..i  ilu'v  had  luatle,  then  this  annual  revelation  of 
i«i\v-jK-r;i\  \\a>  U'^>  :u:ret.*aMo.  More  than  one  man  |>aid  a  tax 
x^.i  .1  i.».uiK»u>  iiK\i:no  in  pnlor  to  su>tain  his  credit,  Money- 
i.n  ^  .'.i. .  likr  till-  wax  o  movcmt'Ut  of  the  sea,  is  endkvssly  varying. 

I  Ik-  '..iiTcxi  js'iiloii  t^filio  war  lurtunos  ijuickly  melted  away. 

V  »s  J- .'.1.4!  iiu\»»iu -  cri'^v  loss,  nu-n  irie<l  to  hidt*  the  lact  from 
....  x»»'i!,i       riu-  uix'.iuiii  i»i*  iho  insane  lax  prevented  them 

X*  .    .   X  ..i./i  X  ■.'  .  ■■'  i\:iv:i  ii-  ilii-  tax  \v;i>  i:>  uncMnstitution- 
'. .    XX..-.    ...... .■..^;;":..%1   :!;;.:    iliv-  T;;x   was   direct,  v»-hich 

XX.       ..1  ..  ■..-..•^l.  V  :;^'i:y  ilit'liMii  fri.-m  that  adopted 
.   .         ..  ■      .'.    ....;v>^!:.::  :':.!-.     T:;o  >nlii\'4  was  much  dis- 

...   . ' : .  >; . . ; t  v\  • .; r: >  ]  »:••  r. i -n '.-.rvii  i\ 'ii:  raJ icton^  opinions. 

\  x.ix.:.^  :\.K  .lUiV.i.  n  TvavlivJ  :]if  supreme  loderal 

V               ..   ..1!  :;.\(>.  iXv^V't  tliosi.'  i«u  iiKV»me  and  liivnses, 
.     ..-    .:.»;;^:.   ;r.  v::rv:/,;:  vli'^iw,     Tluir  efft^t  ^-as 
I;   \\:i^   fvi-.ir.rr;)-  niaimaiuisl   that  the  Ixst 
\  XX  4  •  o :  u  \\  1 1 1 IX  xv  ( ii:  1 ;  I  \\  I  -lilii  Ix- 1 1  »c  miist  quickly 
X     ,  .    1 V  •. . » 1  >»^  1 1 1 1    I  ;i  \  -]^iy  I  r  won  1  d  1  iXik  sharply 
^  ..     .  .i{i\    III  iM\lrr  t»»  iriaki-  his  bunion  as  light  as 
.    .*  XX  .'   plausible  ]v;isxminjr:   its  tnith.  however, 
,.sl  ix  lilMoix.     The  kx^l  covemments  htv© 
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been  &r  more  wasteful  than  the  national  government  in  ex- 
pending money,  yet  have  obtained  it  by  direct  methods. 
The  payment  of  high  war  taxes  did  not  lead  the  people  to 
look  after  expenditures  more  closely  than  in  other  times,  and 
they  sought  relief,  not  by  the  better  method  of  economizing 
the  national  expenditure,  but  by  repealing  tlie  taxes  altogether. 
They  did  not  stop  to  reason  about  their  necessity,  or  if  they 
did,  were  determined  to  put  the  burden  as  far  as  possible  on 
others.  Commissioner  Pratt  remarked,  in  his  report  in  1875, 
"  The  imposition  of  an  unaccustomed  tax  upon  any  article 
entering  largely  into  the  consumption  of  the  people  has  always 
encountered  opposition.  The  reason  is  plain,  as  its  effects  are 
immediately  seen  in  the  increased  price  of  the  article,  what- 
ever it  is."  The  income  tax-payers  were  therefore  not  alone 
in  their  demands ;  they  formed  only  one  section  of  a  large 
army  which  began  the  siege  against  Congress,  and  will  proba- 
bly continue  it  so  long  as  a  tax  of  any  kind  remains. 

The  first  tax  to  be  repealed,  was  that  imposed  by  the  law  of 
March,  1865,  adding  twenty  per  cent  to  the  tax  paid  by 
manufacturers.^  By  the  repealing  Act  of  1866,  $65,000,000 
of  revenue  were  abandoned,  and  $40,000,000  more  by  the 
Act  of  the  next  year.  In  1868,  the  tax  on  raw  cotton  was 
repealed.  When  first  levied,  the  tax  was  two  per  cent,  which 
was  advanced  to  three.  The  increase  occurred  in  1866, 
and  was  the  only  war  tax  increased  after  the  struggle  ended. 
The  Internal  Revenue  Commission  recommended  an  increase 
of  the  tax  to  five  per  cent,  but  the  opposition  to  this  from  some 
quarters  was  very  strong.-    It  was  contended  that  the  tax  was 

'  Fot  dates  of  Acts  repealing  internal  revenue  taxes,  see  Appendix  C. 

*  See  memorial  of  New  York  Chamber  of  Commeroe,  Senate  Mis.  Doc, 
No.  109, 89  Cong.,  first  sessicm. 
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tinued.  Two  years  afterward,  Congress  reduced  the  duties 
on  imports,  extended  the  free  list,  repealed  the  tax  on  gross 
receipts  and  on  sales,  except  the  sale  of  stamps  for  tobacco, 
spirits,  and  wines,  also  the  taxes  on  successions,  passports, 
and  special  taxes,  except  those  relating  to  spirits,  tobacco,  and 
fermented  liquors.  The  number  of  articles  subjected  to  taxa- 
tion by  schedule  was  reduced  in  four  years  from  two  hundred 
and  ninety-three  to  fifty-five.  Judge  Kelley  introduced  a 
resolution  into  the  House  for  the  abolition  of  the  internal 
revenue  system,  and  it  was  adopted  with  six  dissenting  votes, 
and  in  the  next  Congress  only  twenty-one  votes  were  cast 
against  adopting  a  similar  resolution.  Since  that  time  the 
tide  against  abolishing  internal  taxation  has  been  receding. 
Judge  Kelley  and  those  who  voted  for  his  resolution  were 
moved  mainly  by  two  motives,  relief  to  domestic  production 
and  a  strengthening  of  our  position  against  foreign  competi- 
tion. As  we  have  seen,  the  increase  of  duties  in  several  cases 
was  to  protect  the  manufacturer  from  his  foreign  competitor ; 
if  one  part  of  the  system  could  be  retained,  and  the  internal 
burden  be  removed,  American  production  would  be  more  secure. 
Very  generally,  therefore,  all  movements  to  reduce  internal  tax- 
ation, have  been  sustained  by  those  in  favor  of  the  widest 
home  production ;  on  the  other  hand,  those  in  Congress  who 
contend  for  a  diflferent  policy  have  been  divided,  r^ard  for 
the  wishes  of  their  constituents  requiring,  in  many  cases,  their 
support  of  bills  to  repeal  internal  taxes,  though,  knowing, 
that  by  doing  so,  they  were  rendering  less  poasible  a  reduction 
of  the  duties  on  imports. 

In  dealing  with  the  income  tax.  Congress,  in  March, 
1867|  raised  the  exemption  frt>m  taxation  from  six  hundred 
to  one  thousand  dollars^  and  a  uniform  rate  of  five  per  cent 
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was  substituted  for  the  difTercnt  rates  of  five  and  ten  per  cent. 
Three  years  later^  the  exemption  of  one  thousand  dollars  was 
doubled^  tlie  five-per-cent  rate  was  reduced  one-half,  and  all  the 
hai'sher  features  of  the  law  were  removed.'  The  collections 
were  to  expire  the  next  year;  as,  however,  the  time  drew  near^ 
Congress  detoriuined  to  croutinue  the  law  for  two  years  longer.- 
The  banks,  while  not  tardy  in  making  known  their  wish 
for  a  reduction,  were  not  heaixl  with  a  willing  ear.  Their 
dividentls  did  not  show,  at  the  time  of  making  their  first  appli- 
cation, that  they  were  suffering  more  tlian  others;  on  the  con- 
tniry,  were  highly  prosjwrous.  They  receiveil  a  circulation 
on  which  a  handsome  profit  was  made,  and  there  was  a  mani- 
fest propriety  in  requiring  them  to  give  a  jx)rtion  of  their 
profits  to  the  government  in  the  way  of  taxes.  One  of  the 
reasons  why  the  banks  (lesire<l  their  rei>eal  mtis  to  lessen  the 
rate  of  interest,  and  thus  relieve  the  lH>rrower.  Such  a  keen 
rejninl  for  ihcir  custonitTs  was  hisjlilv  commendable,  nor  was 
this  the  first  time  that  indiviihuils  ami  institutions  had  desired 
to  Ix*  generous  and  helpful  at  tho  public  (.xpense.  The  historj- 
of  nirick-philanthropy  is  a>ver«.=d  with  the  moss  of  ages.  The 
Finaucv  Committee  of  the  J^enalc  <|ues{ioneil  the  soundness 
of  the  iva<oning  cuntaiuLd  in  the  application.     *'  It  is  some- 

*  A  sironi^  attompt  was  made  at  this  session  to  n^iK?al  the  inci^me  tar.  The 
aecretary  ui'  liie  treasury,  Mr.  B!".itwt^U,  wa&  .-j-inveil  to  the  rtpeaL  In  a 
letter :tildns?evl  to  the  iVniniiitee  '»f  Wny^  and  Means,  he  sniii.  "  It  L*  known 
toy-  iir  cotninittLe.  a!jil  :■•  L'.  nL-re--,  that  ilio  Ac:  [of  1-^70]  reiiucing  taxes 
inaiie  a  lariier  i-»nce^>ion  t"  tlie  j\iyers  <»f  the  ine»"»me  tax  than  was  made  to 
ar.y  ^.ither  impi  irtant  interest  of  the  conntr}-.  Ab«-»iit  forty  per  cent  of  the 
duiie:'  on  tea  and  eotVee.  antl  lhirty-thn:V  per  cent  of  the  duties  on  sugar 
Were  rcm«'ve*l,  wliile  more  tlian  >ixiy  jrier  cent  of  the  income  tax  w:i*  snr- 
ren.iere«l." — Feb.  6.  1^71,  Hjum  JIU,  Iw^  U  Cong^  third  m^od,  Xa  70l 

=  12  In.  Rev.  Record,  p.  69. 
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what  doabtful,"  remarked  Senator  Morrill,  who  presented  the 
tqport/  '^  whether  or  not  such  a  removal  would  make  any 
appreciable  difference  to  the  advantage  of  the  costomers  of 
banks.  Banks  are,  by  no  means,  the  sole  lenders  of  money, 
and  thqr  are  compelled  to  lend  on  as  favorable  terms  as  can 
be  obtained  elsewhere,  or  their  loanable  funds  will  lie  idle. 
Banking  institutions  are  intended  to  be,  and  arc  institutions 
for  the  accommodation  of  the  public,  but  their  managers  do 
not  forget  that  their  stockholders  prefer  large  rather  than 
small  dividends,  and  therefore  they  seek  the  highest  legal  rate 
of  interest  compatible  with  the  full  employment  of  their 
capital.  They  will  demand  about  the  usual  market  rates. 
The  value  of  money  in  banks  is  not  exempt  from  the  univer- 
sal law  of  supply  and  demand.  Exemption  from  taxation 
would  not  increase  the  amount  or  diminish  the  demand.  The 
rate  of  interest  on  capital  available  for  use  as  money  cannot 
be  reduced  except  by  competition,  or  except  by  increasing  the 
amount  required  by  borrowers.  Those  who  have  money  to 
lend,  including  the  banks,  will  get  the  current  rates  for  it. 
Though  it  costs  the  lender  much  or  little,  the  price  for  its  use 
will  be  regulated  not  by  the  forbearance  of  the  government, 
but  by  the  demand."  The  committee  believed  the  abandon- 
ment of  national  taxes  on  national  banks  would  not  be  so  much 
a  fevor  to  their  borrowers  as  to  their  stockholders,  and  the 
latter  did  not  appear  to  be  very  greatly  oppressed  or  restrained 
from  receiving  reasonable  dividends.  No  one  pretended  that 
banks  and  bankers  were  not  receiving  ample  profits  from  tlieir 
business,  and  the  returns,  which  showed  dividends  averaging 
a  fraction  over  ten  per  cent  for  several  years  post,  with  a  c^on- 
atantly  increaBing  surplus,  would  have  refuted  die  pretence. 

>Feb.  18, 1873,  No.  453, 42  Gong.,  third  Besdoo. 
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All  a|/|Ji'r;irjofi  of  the  law  rrfqairing  the  payment  of  the  tax 
Hit  rinnilati'ifj  wm  rrnuh:  in  Northern  Michigan,  in  1874, 
wliolly  nin'.x\tt^rtMKl  to  thrjsc  who  issued  it.  For  more  than 
IwMity  yifirh  tlif;  iriiniiig  /y>mpaDies  in  that  r^on  had  issued 
iiofi'H  ihr  \Ut:  |»iLym«:iit  of  wages  to  their  laborers.  At  first, 
llwy  ihHiiMl  (IninH  for  iIh;  prec;ise  amount  to  each  man,  which 
wiM'r  liriiwii  on  (ho  Hii|MTintendent,  or  treasurer,  or  agent  of  the 
rniiipiiiiy,  who  liv<r(l  at  the  eastern  or  principal  oiBces.  In 
Ihin  form  iht'y  provf'il  somewhat  inconvenient  to  n^otiate, 
mill  HO  (h'ii(t^«  ill  siniill  dcnioniinations,  printed  like  bank-bills, 
wen*  ^ivni  mid  <MnMilnt<Ml.  They  did  not  remain  long  in 
fiifMilntioii,  tor  (he  inon^hants  and  bankers  absorbed  them  and 
wnt  {\w\\\  V)i\M  for  |Kiymont.  The  internal  revenue  deport- 
lurnt,  iilltT  tlohiyinj;  ton  ywirs,  wnoludwl  to  collect  the  bank- 
U\\  on  ihrM'  in^tr^.  The  aMn|>:uiit*s  were  clearly  in  the 
w  n»u«',*  Tho  lUAt  viar.  howovor,  Couirress  reliovetl  them  from 
the  |vt\  luoiii  o(  it,  lis  woU  as  iho  ion-{KT-cent  tax  im}x>sed  c«i 
i\w  *Mi\'ulauv>ii  o(  Siaio  Uu\k<.  Tho  tax  on  Siato-hank  i4rwi- 
LiiivMi  li.ul  a  Ivtti-r  aiul  fimhor  ix-.u-hiiii:  otilvt  than  \vas  ibn^- 
vi\'i  \\\  \\w  l\i;iv.iv»i'.i; :  t*or,  aiiorashon  timo,  invlividuaL*  who 
;j'.'.i'".v.p\<\l  '..^  jviv^  ;ss^r  :k>:is  as  nviuv  in  rt-sjK'OS  haviit?  s 
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explanation  for  the  long  continoing  of  this  tax  on  an  article 
of  such  general  use  is  one  of  the  most  curious  in  our  singular 
experience  of  collecting  a  revenue  fix)m  internal  sources.  The 
law  permitted  a  reduction  of  five  per  cent  from  the  purchase 
price  of  a  certain  quantity  of  the  stamps  that  were  affixed  to 
the  boxes,  and  a  reduction  of  as  much  more  if  the  purchaser 
would  prepare  a  die  to  be  used  as  a  private  trade  mark  on  the 
stamps.  By  these  r^ulations,  the  large  manufacturers  could 
get  both  reductions,  and  the  smaller  none,  and  the  ad- 
vantage of  the  former  class  was  very  great.  The  business 
became  a  monopoly  of  the  worst  kind,  the  Diamond  Match 
Ck)mpany,  whose  principal  office  was  at  Wilmington,  Delaware, 
absorbed  nearly  all  the  concerns  in  the  broad  daylight  of  law. 
Soon  perceiving  their  advantage  over  others  if  the  law 
remained,  this  company  vigorously  opposed  applications  for 
a  repeal,  and  succeeded  in  defeating  them  until  1883.  The 
country  well  understood  the  operation  of  this  law.  The  people 
knew  that  one  company  was  using  it  as  a  bludgeon  to  destroy 
all  others ;  and  yet  Congress  remained  inert  and  suffered  the 
inexcusable  ruin  to  continue. 

Congress  did  not  forget  at  the  outset  to  grant  an  allowance, 
or  drawback,  on  all  articles  on  which  an  internal  tax  was 
paid,  except  raw  cotton,  refined  coal  oil,  distiUed  spirits, 
manufactured  tobacco,  and  some  other  articles,  '^  equal  in 
amount  to  the  duty  or  tax  paid  thereon,  and  no  more  when 
exported.'^  The  evidence  of  the  payment  of  the  tax  was 
'^  furnished  to  the  satisfaction  of  the  commissioner  of  internal 
revenue"  by  the  claimant,  and  the  amount  was  ascertained 
under  r^nlation  prescribed  by  that  officer.  When  cotton 
goods  were  exported,  the  five-per-cent  tax  imposed  on  them 
was  refbndedi  and  a  drawback  equivalent  to  the  price  of  raw 
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c;o(tori  UHi^l  ill  thoir  manufacture  The  objection  was  raised  that 
tJi<'M<'  Ui'iivy  flmwlrdclof  would  cuhancc  the  cost  of  cotton  cloth 
(!oiM(lrntl)ly  inon;  to  the  <y)ii.sumer  in  this  country  than  to  the 
(*oiiHiiiii(i'  ahfoml,  ImiI  '^  it  Hhouhl  Ix;  I)ome  in  mind/'  remarked 
llir  inliTn:il  ivvcnuc*  (romniisHioncr^  '^that  the  tax  upon  a  oon^- 
hniiHT  lii'n'  in  ii  v(Ty  lijrht  one;  Ki»condly,  that  by  facilitating 
tln'  4'X|Mirl  of  n»t(on  fiihrit^  rather  than  of  raw  cotton,  we 
nihiUKi'  (ho  iijr^n'pitr  vahic  of  our  exports  and  thereby  cheapen 
(hi*  (•oh(  of  t»iir  ini{H)rts/* 

With  the  n^iH'iil  of  tho  intonml  taxes  drawbacks  have  ceased, 
and  tlu'  only  ones  tliat  hnvo  oxistiHl  tsince  the  Act  of  March  3^ 
I  SS;J.  an*  on  distilKnl  spirits  and  toUiooo.*  The  law  relating  to 
ih-iiw  Uu'ks  was  i'Ikuii^vI  (K»ni  tiino  to  time,  m  order  to  prevent 
thi'  |HT|v(niiiiUi  of  thuids  timt  will  s*kui  Ih?  described.  In 
ISoS  ilu'  iiuhIo  of  ;i-«so>.siiiir  t!i^%  ijix  on  di'iiillod  spiriii^,  whidi, 
u:iill  ili.i;  \u\u\  h;vd  ib>i  Iwv.  juul  K  t-*!v  iht-ir  going  into  ci> 
sij'.»p.;v»'.i.  iK^v  o:i  ■ill''*;'  ^^\:^'l■:o},  wus  viuiiuv^i  in  oni«.-r  to  U 
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tended  the  time  as  desired  for  paying  the  tax^  but  when  the 
three  years  had  expired,  the  market  was  more  heavily  over- 
stocked with  whiskey  than  ever.  The  whiskey  distillers  again 
appealed  to  Congress,  asking  for  the  abolition  of  the  interest 
due  on  taxes,  and  a  reduction  of  the  bonds  to  the  amount  of 
the  tax.  They  renewed  their  promise  of  not  manu&cturing 
in  excess  of  the  wants  of  the  market,  and  Congress  granted  the 
desired  relief,  in  May,  1880.  Instead  of  decreasing  produc- 
tion the  quantity  became  greater  each  year.  The  annual  con- 
sumption is  about  15,000,000  gallons,  and,  in  June,  1882, 
89,962,645  gallons  were  in  store,  a  supply  sufficient  for  six 
years.  The  taxes  due  at  that  time  amounted  to  $80,000,000. 
In  the  first  session  of  the  forty-seventh  Congress  the  distillers 
rushed  a  bill  through  the  House  extending  indefinitely  the 
period  for  keeping  their  production  in  bond.  This  was  de^ 
feated  in  the  Senate  at  the  next  session,  though  that  body  gave 
an  extension  of  two  years  for  paying  the  taxes  on  the  whiskey 
then  on  hand.  The  House  did  not  act  on  this  bill,  and  it 
Med.  The  owners  next  thought  of  exporting  it,  thus  escap- 
ing  the  tax,  and  of  reimporting  it  at  a  future  time.  The  com- 
missioner of  internal  revenue,  Mr.  Baum,  and  Assistant  Secre- 
tary French,  tried  to  aid  the  owners,  who  were  the  distillers, 
and  also  speculators  and  banks  which  had  loaned  money  on 
the  warehouse  certificates  given  by  the  government  officers  to 
those  who  had  deposited  it.  These  officials  tried  to  find  a 
home  for  it  in  Canada  by  inducing  the  Canadian  government 
to  so  modify  their  customs  regulations  as  to  permit  the  import- 

escape  paying  the  taxes  then  due.  It  was  virtually  a  request, 
said  one  of  the  best  of  our  newspapers,^  that  the  Canadian 

*  Bostoo  Advertuier,  March  28,  ISSa. 
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government  would  change  its  laws  so  as  to  fiicilitate  the  eva^ 
sion  of  the  taxes  coming  due  on  whiskey,  which  had  temained 
in  bond  to  the  limit  of  the  law,  tlirce  jears.  To  say  the  least, 
it  was  an  unbecoming  attitude  for  tliese  officials  to  take,  in 
view  of  the  refasal  of  Congress  to  extend  the  term  of  bonded 
whiskey^  and  so  postpone  the  time  of  paying  the  taxes.  It  was 
hardly  necessary  to  add  that  the  Canadian  government  did  not 
take  kindly  to  a  propasition  so  disgraceful  to  our  officials  and 
80  humiliating  to  themselves.  The  commissioner  then  assumed 
the  legislative  function,  and  extended  the  time  seven  months 
for  the  owners  to  transport  their  whiskey  from  the  country. 
This  was  an  exceedingly  long  time  to  give,  and  especially 
when  it  is  considered  that  he  had  no  right  to  give  any. 

Leaving  the  reduction  in  the  taxes  on  whiskey  and  tobacco 
for  later  consideratiou,  we  sliall  next  consider  the  mode  of 
adiiiinistoring  the  law.  Collccrtion  distrids  were  established 
l>y  the  Presidt^nt,  ilie  law  limiting  the  maximum  to  the  num- 
ber of  national  rei)rt^eutatives.  In  1867,  when  the  system 
had  grown  to  its  largest  proj)ortions,  there  were  two  hundred 
and  i'orty  districts,  each  having  an  assessor  and  collector. 
The  iLssessor  divided  liLs  district  into  a  wuveuient  number  of 
a>ses.-iiient  districts,  and  in  each  was  an  assistant  assessor, 
appointed  by  the  secretary  of  the  tivasur}-,  who  was  nomi- 
nutcKl  by  the  assessor  and  |>aid  from  the  national  treasury.  The 
collec*tor  appointed  his  deputies,  paid  them  for  their  services, 
and  wiLs  resjx)nsible  for  their  official  conduct.  The  assessors 
and  collectors  also  appointed  their  clerks;  but  their  mode 
of  payiuent  was  different,  the  appointees  by  the  assessor  receiv- 
ing their  pay  from  the  national  treasury,  and  tlie  others  from 
the  collector.* 

'  See  £x.  Doc.y  ^o.  28,  40  Cong.,  second  seasion. 
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At  first,  there  was  much  pardonable  inefficiency  in  admin- 
istering the  law  in  consequence  of  the  inexperience  of  all  who 
were  engaged  in  administering  it. '  Mistakes,  involving  soms 
varying  from  a  few  cents  to  many  thousand  dollars,  were 
frequent.  They  were  as  likely  to  be  in  favor  of  the  govern- 
ment as  against  it.  Other  difficulties  arose  from  the  changes 
in  legislation.  R^ulations  would  be  made  and  explained, 
and  interpretations  rendered  by  the  courts,  and  which,  as  soon 
as  well  understood  by  the  officers,  became  useless,  often  from  a 
change  of  the  law.  Many  of  these  changes  were  to  increase 
or  diminish  the  revenue,  and  were  fully  justified,  yet  they 
added  greatly  to  the  difficulty  of  assessing  and  collecting  the 
taxes.  "  Next  to  frequent  changes  of  officers,"  said  Commis- 
sioner Rollins,  in  1867,  "  there  is  nothing  so  prejudicial  to 
the  personal  convenience  and  interest  of  tax-payers,  and  so 
productive  of  loss  to  the  revenue,  as  frequent  changes  of  the 
statutes."  While  officers  were  employed  in  introducing  a 
new  law  involving  great  study  and  frequent  correspondence 
to  secure  uniformity  in  its  administration,  honest  tax-payers 
were  fretted  by  obligations  to  which  they  were  unaccustomed, 
and  the  dishonest  found  renewed  opportunity  for  committing 
fraud  under  the  protection  of  professed  ignorance. 

If  frauds  and  errors  were  frequently  committed  in  assessing 
and  collecting  the  taxes  on  manufactures  and  other  products, 
they  were  of  small  account  compared  with  those  on  tobacco 
and  whiskey.  The  taxes  on  these  articles  were  laid  with  the 
least  objection,  and  their  maintenance  is  based  on  a  solid, 
^videspread  opinion.  Not  all,  indeed,  favor  their  continuance, 
for  not  a  few  believe  that  persons  should  be  permitted  to 
drink,  and  smoke,  and  eject  tobacco  juice  under  as  favorable 
oonditions  as  they  can  do  other  things.    But  these  are  labelled 
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luxurious  habits  by  public  sentiment,  and,  therefore,  may  be 
discontinued  without  personal  loss,  nay,  with  great  gain,  and 
fidling  into  this  category,  they  are  universally  taxed.  With 
respect  to  the  producers,  we  have  seen  that  in  the  outset  they 
favored  higher  taxation;  nor  have  they  since  opposed  it, 
except  on  a  few  occasions,  believing  they  will  sell  their  com- 
modities, whether  the  price  is  high  or  low.  At  other  times 
they  have  not  thought  seriously  about  the  tax,  except  when  the 
product  exceeded  consumption.  As  the  tax  was  advanced,  the 
revenue  declined,  partly  from  diminished  consumption,  though 
principally  from  the  evading  of  the  law  by  the  whiskey  dis- 
tillers. No  change  in  consumption  was  noted  by  retailers 
until  after  the  tax  was  raised  above  sixty  cents  per  gallon ; 
when  the  tax  was  increased  to  two  dollars,  the  reduction  in 
consumption,  especially  in  the  thinly  settled  sections  of  the 
country,  was  clearly  perceived.  As  the  taxes  on  whiskey  were 
advanced,  there  was  an  immediate  and  very  marked  increase 
in  the  consumption  of  beer,  the  price  of  which  was  not  affected 
by  taxation  to  a  corresponding  degree  with  the  spirit  tax. 
In  the  large  towns  and  cities  consumption  in  the  aggr^te  was 
not  diminished  by  the  high  rates  of  taxes  imposed  on  spirits. 
The  demand  for  imported  liquors  largely  diminished  because 
of  the  higher  duty  imposed  on  them  than  on  domestic  spirits ; 
on  the  other  hand,  the  sale  of  American  whiskey  increased. 
*'  In  fact,  the  great  increase  at  this  time  in  the  price  of  foreign 
liquors  greatly  promoted  the  sale  and  use  of  whiskey  in  the 
northern  and  eastern  sections  of  the  country,  and  seems  to 
have  nationalized  this  liquor  as  a  beverage,  and  also  the  term 
liourbon,  which  then,  for  the  first  time,  was,  in  common  par- 
lance, generally  given  to  every  variety  of  American  whiskey.* 

*  Princeton  Rev.,  July,  1884. 
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The  frauds  began  soon  after  enacting  the  law,  and  quickly 
reached  gigantic  proportions.  A  Congressional  investigating 
committee,  in  1868,  declared  that  if  the  tax  were  honestly 
paid,  $200,000,000  would  be  collected  annually,  when,  in 
truth,  not  much  more  than  one-eighth  of  that  sum  had  been 
received.  The  members  maintained  that  "with  honest  and 
eflScient  officers  this  tax  could  be  collected."  They  certainly 
knew  where  every  distillery  was  located,  and  could  find  out 
with  reasonable  certainty  the  production  of  each.  A  great 
majority  of  the  frauds  were  perpetrated  with  the  knowledge 
of  the  officers  appointed  to  administer  the  law.  One  striking 
consequence  was  that  in  districts  having  honest  officials, 
whiskey  distillation  almost  ceased,  while  in  the  large  cities, 
where  it  was  easy  to  conduct  the  business  in  a  dishonest 
manner,  the  number  of  distillers  "wonderfully  increased.'^ 
In  New  York,  within  a  brief  period,  they  multiplied  from 
ten  or  twelve  to  several  hundred,  though  no  one  would  ques- 
tion the  fact  that  whiskey  ordinarily  could  be  manufactured 
more  cheaply  where  the  grain  was  grown.  Many  fiuuds 
were  consummated  through  bonded  warehouses,  and  only 
very  few  of  them  were  located  in  districts  administered  by 
honest  officials.  The  whiskey  ring  soon  found  out  where 
they  could  store  their  whiskey  and  perpetrate  their  frauds 
without  annoyance. 

This  ring  achieved  their  first  notable  triumph  when  the 
tax  was  raised  to  two  dollars  a  gallon,  but  which  was  not  to 
be  levied  until  February  1,  1865,  months  after  the  increase. 
"  That  law,  without  aiding  the  revenue,  netted  to  the  opera- 
tors from  $50,000,000  to  $75,000,000."  The  dealers  kept 
up  the  price  of  whiskey  until  the  stock  on  hand  was  sold ; 
then,  defrauding  the  government  of  the  tax  on  new  whiskey, 
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sold  it  from  twenty  to  eighty  oeuts  per  gallon  less  than  the 
tax,  and  yet  madecnormous  profits. 

The  continued  and  regular  sale  of  whiskey  for  less  than  the 
tax  was  conclusive  proof  of  an  evasion  of  the  law.  To  pre- 
vent this,  Congress  enacted  that  if  whiskey  were  sold  for  leas 
than  two  dollars  per  gallon,  the  purchaser  must  show  that  the 
tax  had  been  j)aid.  The  price  of  whiskey  immediately  went 
down.  The  best  rectifying  houses,  alcohol  distillers,  and  drug^ 
gists  everywhere,  dealers,  honest  as  the  law  and  its  admin* 
istration  would  permit  them  to  be,  Ix^n  to  violate  it.  What 
could  an  honest  rectifier  do  when  paying  two  dollars  a  gallon, 
if  liis  reckless  neighbor  jjaid  only  one  dollar  and  a  half? 
Thus  the  government  actually  forced  honest  men  into  bank- 
ruptcy by  driving  them  from  tlie  business,  or  into  combination 
against  the  law,  and  the  doing  of  what  they  other wL^  would 
scorn  to  do.  Many  of  the  Ix^st  rectifiers  in  New- York  City 
frankly  told  a  committee  of  investigation  that  they  were  oom* 
pelleil  to  evade  the  law,  or  retire  from  business. 

The  law  was  easil v  evaded.  Some  sellers  made  out  fictitious 
bills  at  the  legal  valuation,  otlici's  sold  at  the  fixed  price,  and 
made  the  purchaser  a  present  of  enough  more  to  render  the 
priw  paid  oi^inivaleut  to  the  market  price. 

Even  the  revenue  offiwrs  did  not  regard  the  law  in  selling 
confiscated  whiskey.  Tlie  statute  prohibited  the  sale  of  it  at 
less  than  two  dollars  per  gallon,  and  if  it  could  not  be  sold 
for  that  ])rice  it  mast  l>e  destix)yed ;  yet,  at  different  sales  by 
Uniteil-States  marshals,  it  was  bid  off  at  two  dollars,  and  the 
puivhascr  was  charged  with  enough  less  than  the  actual  num- 
ber ol'  gallons  to  reduce  the  price  to  that  prevailing  in  the 
ordinarv  market. 

The  methods  of  Congress  to  prevent  frauds  proving  fiitile, 
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the  treasury  department  issued  a  stringent  order  tliat  a  receipt 
for  the  tax  should  aooompany  all  sales.  The  whiskey  ring 
was  not  in  the  least  disconcerted  by  this  order,  nor  was  the 
price  of  whiskey  advanced,  for  very  soon  tax  receipts  became 
abundant,  and  were  sold  in  the  market  as  freely  as  whiskey. 
The  law  provided  that  distilled  spirits  should  be  inspected, 
gauged,  and  approved  as  soon  as  manufactured,  and  then 
removed  to  a  bonded  warehouse,  and  stored  until  the  owner 
wished  to  withdraw  them  for  sale,  when  he  must  pay  the  tax. 
If  not  sent  to  a  warehouse,  the  law  required  the  tax  to  be  paid 
immediately.  Such  spirits,  however,  could  be  removed 
from  one  warehouse  to  another  by  giving  proper  security. 
This  regulation  was  fruitful  of  fraud.  A  permit  would  be 
obtained  to  transport,  say,  a  thousand  barrels,  naming  the 
destination.  Instead  of  one  lot,  ten  lots  would  probably  be 
started,  at  different  times  and  by  different  routes.  Should 
either  lot  be  seized  on  the  route,  the  permit  would  be  offered 
and  the  whiskey  released  I  One  lot  would  go  into  a  ware- 
house, and  the  remaining  nine  be  thrown  on  the  market 
without  paying  a  tax.  The  probabilities  were  that  even  on 
this  lot  the  tax  would  not  be  paid.  The  owner  would  take  it 
out,  giving  security  therefor  on  pretence  that  he  wished  to  redis- 
till it,  or  change  the  kind  of  package,  keep  it  a  day,  take  out 
one-half,  bring  it  back,  and  the  pliant  storekeeper  would  give 
the  necessary  certificates  to  show  that  it  had  been  returned.  If 
the  owner  were  determined  to  pay  no  tax  whatever,  an  export- 
ation bond  would  be  filed,  the  whiskey  would  be  put  on  the 
market,  the  barrels  would  be  filled  with  water  and  shipped. 
In  due  time,  a  consul's  certificate  from  the  port  to  which 
it  was  consigned  would  be  produced  to  cancel  the  bond  for 
expcMiatioQ. 


424      FINANCIAL  HISTORY  OF  TIIE  UNITED  STATES.      i^BBm, 

The  govcrnmeut  was  defrauded  of  many  millions  by  taking 
worthless  bonds.  A  man  of  straw  would  appear  as  owner  of 
whiskey  in  a  warehouse.  Bondsmen  of  the  same  kind  would 
sign  as  security,  make  oath  concerning  the  value  of  their 
property,  the  collector  would  approve  the  bond,  and  the 
whiskey  would  be  taken  and  sold.  Afterward,  on  examining 
the  bonds,  the  fraud  would  be  apparent,  for  the  signers  would 
have  no  property.  "  To  such  an  extent  was  this  carried,  that 
bond  brokers  were  numerous  who  furnished  such  bondsmen 
for  a  consideration.  The  same  kind  of  security  would  be 
ftimished  by  distillers,  so  that  if  detected  in  their  villainy  the 
government  had  no  redress."  A  volume  might  be  filled  in 
describing  the  fi^uds  perpetrated  on  the  government  by 
whiskey  distillers  and  dealers  during  the  early  years  of  the 
internal  revenue  law ;  these,  though,  must  suffice  until  we  reach 
another  class  of  frauds  of  more  recent  date. 

It  would  not  have  been  possible  to  perpetrate  them,  and  on 
a  scale  so  gigantic,  if  the  revenue  officers  had  been  competent 
and  houest.  Too  mauy  of  them  were  neither.  Store-keepers 
who  carrial  the  keys,  and  assessors  wlio  made  returns  for  the 
distiller}',  were  reatlily  bribed.  When  Congress  learned  that 
the  store-keepers  and  assessors  could  not  be  trusted,  and  per- 
mittc<l  the  removal  of  whiskey  without  J^aying  the  tax,  inspec- 
tors were  appointed  to  measure  the  quantity  of  distilled  spirits 
produced,  and  to  make  returns.  These  officers  were  paid  by 
the  distillers.  They  quickly  became  the  tools  of  those  who 
paid  them,  and  the  law  authorizing  their  appointment  was 
rciKXiled.  Even  some  of  the  consuls  in  foreign  countries  were 
in  league  with  the  whiskey  ring. 

To  desiroy  these  frauds,  which  had  grown  to  enormous 
dimensions,  and  stretched  their  strong  roots  in  so  many  direo- 
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tions,  was  not  easy.  The  harder  Congress  tried  to  combat 
theniy  the  more  they  grew.  Every  remedy  proved  unavailmg. 
Yet  the  treatment  of  Congress  was  half-hearted  and  super- 
ficial. First  of  all,  the  tax  never  should  have  been  so  much. 
A  duty  of  four  cents  a  gallon  was  levied  on  spirits  under 
Charles  II.,  and  from  this  point  it  was  increased  until  intem- 
perate zeal  and  fiscal  rapacity  nearly  extinguished  all  receipts 
from  distilled  spirits ;  our  government,  though  with  a  better 
motive,  passed  through  nearly  the  same  experience.  Again, 
all  advances  should  have  applied  to  the  present  supply ;  and, 
finally,  the  tax  should  have  been  paid  when  the  spirits  were 
produced,  or  taken  from  the  warehouse.  No  excuse  should 
have  been  given  to  transport  spirits  for  redistillation,  or  for 
exportation.  The  distiller  should  have  been  required  to  pay 
thcj^tax  before  making  any  use  of  his  products.  More  than 
all,  the  inefficiency  of  the  government  in  getting  competent  and 
honest  officials  to  administer  the  law  seems  incredible.  It 
probably  was  never  so  poorly  served  before,  and  let  us  hope 
that  this  experience  will  never  be  repeated.' 

One  of  the  methods  adopted  to  prevent  the  distillers  from 
defrauding  the  government  was  to  require  them  to  use  a  spirit 
meter  for  roistering  the  quantity  of  spirit  passing  from  a 
still.  Experiments  were  b^un  in  1866,  under  the  direction 
of  the  secretary  of  the.  treasury,  Mr.  McCulloch,  for  the 
purpose  of  determining  whether  any  meter  existed  which 
could  be  used  for  that  purpose.^  These  were  conducted  at  his 
request,  by  the  National  Academy  of  Sciences.  In  July, 
1866,  the  committee  made  a  report  in  three  divisions,  namely, 

'  Van  Wyck's  Beport,  No.  24,  40  Cong^  second  session. 

*  For  hifltoiy  of  this  experiment,  see  Ex.  Doc,  April  20, 1870,  No.  272, 
41  Cong.,  aecond  session. 
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"  on  proving  the  strength  of  spirits,"  "  on  gauging  the  quan- 
tity of  spirits,"  "  and  on  the  means  of  preventing  fraud."  In 
the  last  division  they  cxpressal  their  confident  belief  that  a 
spirit  meter  could  Ix;  constnK^ted  which  would  "  roister  the 
quantity  of  spirits  passing  from  a  still,  and  offer  a  reliable 
check  on  the  distiller  and  the  inspector,"  and  recommended 
the  constmction  and  trial  of  an  instrument  based  on  the 
principle  of  Worthiugton's  water  meter.  Next  April  they  made 
another  report.  During  the  interval  they  had  examined  no 
fewer  than  thirteen  meters.  After  considering  all  the 
requirements  necessary  to  attain  the  desired  object,  and 
critically  examining  all  the  inventions  and  suggestions, 
they  said  that  "  the  system  of  records,  isolations,  and  checks 
projwseii  by  Mr.  Isaac  P.  Tice,  of  New  York,"  offered  "  the 
most  j)robable  prospect  of  success,"  and  recommended  "  the 
adoption  of  the  meter  and  system  shown  by  him."  The 
treasury  department  did  so,  and  required  tlie  distillers  to 
deposit  money  or  bonds  to  i>ay  for  them,  and  they  were 
attacliod  under  the  joint  sui)ervision  of  the  manufacturer  and 
the  officer  of  the  goverameut.  Before  long,  however,  their 
imi)erlectious  were  discovered.  They  did  not  correctly  rois- 
ter the  flow  of  spirits,  and  were  kept  in  order  only  by  the 
exerci^  of  great  care.  In  a  few  yeai-s  they  were  removed, 
and,  in  1872,  the  law  conferring  authority  on  the  commis- 
sioner of  iutcrual  revenue  to  recjuire  the  distillers  to  use  them 
was  rei)ealcd.  Then  the  distillers  endeavored  to  make  the 
government  reimburse  them  for  their  outlay.^  The  distillers 
had  reimbiu'sod  themselves  for  their  meters,  as  they  had  for 
otlior  niachiueiy  pureliased,  by  obtaining  more  for  their  pro- 

'  House  Report,  No.  69,  12  Cong.,  third  ser^sion,  letter  from  CcmL  of  In. 
Kev.,  April  2,  1870,  Ex.  Doc.,  No.  272,  41  Cong.,  second  Be»sion. 
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ducts.  The  claim  was  one  of  the  least  inequitable,  probably, 
ever  presented  to  Congress,  and  was  safely  buried  in  due 
season. 

Beside  the  ordinary  machinery  for  collecting  the  revenue, 
some  extraordinary  machinery  was  devised,  the  description 
and  operation  of  which  must  not  be  wholly  passed  over. 
Collecting  revenue  by  contract  is  an  ancient  method ;  in  this 
country  very  sparing  use  was  made  of  it  until  1873.  The 
first  contract  was  made  in  1855,  with  a  man  named  Rector,  to 
collect  a  judgment  in  favor  of  the  government,  who  was  to 
receive  one-third  of  the  amount  collected.  Another  contract, 
of  a  similar  nature,  was  made  in  1858,  and  a  third  five  years 
later,  and  two  others  in  1867.  The  next  year  several  contracts 
were  made  to  recover  the  proceeds  of  cotton  and  Confederate 
property.  Early  in  1869,  the  secretary  of  the  treasury,  Mr. 
Boutwell,  concluding  that  no  law  existed  for  making  such 
contracts,  abrogated  them.  The  next  year,  however.  Congress 
enacted  a  law  authorizing  the  secretary  of  the  treasniy  to  make 
contracts  within  prescribed  limits,  for  the  recovery  of  "  dere- 
lict property  in  the  States  lately  in  rebellion ;"  thus  authorized, 
several  contracts  relating  to  the  recovery  of  it  were  made 
during  the  next  five  years. 

The  conduct  of  these  contractors  was  not  creditable  to 
themselves  or  the  government,  and  the  secretary  of  the 
treasury  wrote  to  the  Committee  of  Ways  and  Means,  that 
"  the  law  allowing  shares  to  officers  and  informers  in  internal 
revenue  cases  ought  to  be  repealed,  and  district'-attomeys  be 
deprived  of  all  pecuniary  interest  in  the  cases  of  the  govern- 
ment, originating  in  or  in  behalf  of  the  government."* 
Accordingly,  Congress  abolished  all  moieties  to  internal 
^Hqr  26, 1870|  Ex.  Boc^  No.  288,  41  Cong^  second  teaskm. 
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revenue  informers,  yet  into  one  of  the  appropriation  bills 
was  engrafted  an  innocent  provision,  authorizing  the  secre* 
tary  of  the  treasur}'  to  employ  not  more  than  three  persons  to 
assist  the  proper  officers  of  the  government  in  discovering 
and  collecting  any  money  belonging  to  the  United  States, 
whenever  the  same  should  be  withheld  by  auy  person  or  cor- 
poration, upon  such  terms  and  conditions  as  he  should  deem 
best  for  the  interests  of  the  United  States,  who  were  to  be  paid 
only  from  the  property  or  money  they  secured.  The  history 
of  this  piece  of  l^islation,  whereby  the  action  of  Congress  in 
abolishing  the  moiety  system  was  not  only  revived,  but  con- 
verted into  a  monopoly,  is  extraordinary.  An  ex-member 
of  Congress  appeared  before  the  Committee  on  Appropriations, 
and  desired  the  incorporation  of  the  above-mentioned  pro- 
vi.<ion  into  the  legislative,  executive  and  judicial  appro- 
priation bill.  Fresh  with  the  cxiKprience  of  informers  and 
fc>IK»cial  agents  of  the  treasury,  the  Committee  on  Appropria- 
tions wore  unwilling  to  comply  with  tlie  request,  but  the 
committee  of  tlie  Senate  were  more  cH)mpliant,  and  that  body 
amended  the  bill  as  desireil.  It  came  back  to  the  House  for 
concurrence,  and,  failing  there  a  second  time,  w^ent  to  a 
committcHi  of  conference.  At  this  mcxiting  it  was  agreed  to 
let  the  amendment  stand,  with  the  further  provision  that  no 
person  should  be  employed  to  collect  any  claim  who  did  not 
first  fully  set  forth,  in  a  written  statement  under  oath  addressed 
to  the  secretary'  of  the  treasury,  the  character  of  the  claim 
which  he  proposed  to  recover,  and  imposing  a  fine  iu  case  any 
person  should  have  the  temerity  to  violate  the  law.  Thus 
amended,  the  bill  passed,  the  House  squirming,  and  giving  a 
majority  of  only  ten  votes.  The  law  would  not  have  passed 
had  it  not  been  incurpomted  iu  an  appropriation  bill,  but  the 
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desire  to  eat  the  oyster  was  so  strong  that  the  members,  in 
order  to  gratify  it,  consented  to  swallow  the  shell.  One  of  the 
members  of  the  Conference  Committee,  Mr.  Niblack,  refused 
to  sign  the  report,  for  it  seemed  to  have  the  "  odor  of  a  job," 
and  he  feared  that  "  sometime  or  other  he  should  hear  of  this 
matter  again,  in  some  way  which  would  not  be  creditable  to 
the  government." 

Neither  he  nor  others  had  long  to  wait.  "  The  law  was 
like  nitro-glycerine  in  strong  hands."  A  contract  was  made 
first  with  Mr.  Kelsey,  the  member  of  Congress  who  proposed 
the  amendment  to  the  bill,  and  who  did  nothing ;  afterward 
with  two  others,  whose  transactions  need  not  detain  us,  and 
then  a  fourth  contract  was  made  with  John  D.  Sanborn,  of 
Massachusetts.  He  was  at  that  time  employed  by  the  govern^ 
ment  as  a  special  agent.  The  first  contract  given  to  him  was 
for  the  coUection  of  taxes,  illegally  withheld  by  thirty-nine 
distillers,  rectifiers,  and  purchasers  of  whiskey.  Next  he  ap- 
plied to  have  the  names  of  seven  hundred  and  sixty  persons 
added  to  his  contract,  who,  he  allied,  had  withheld  taxes 
unpaid  on  l^ades,  suco&««8ions,  and  incomes.  These  were 
added  on  the  30th  of  October.  In  March,  the  following  year, 
two  thousand  names  more  were  added,  including  those  of 
three  hundred  and  fifty  foreign  residents.  In  July  there  was 
finally  added  the  names  of  five  hundred  and  ninety-two  rail* 
road  companies,  '^  for  taxes  upon  dividends,  and  interest  paid 
upon  bonds."  This  was  the  entire  list  of  railroads  taken  fix)m 
a  railroad  manual.  In  making  his  appUcation,  his  modesty 
had  not  altogether  perished,  for  he  knew  of  the  delinquency 
of  only  one  hundred  and  fifty  of  them,  but  when  he  told  the 
offioras  of  the  treasury  department  this,  they  replied,  '^  It  did 
not  make  any  diflferenoe,  and  to  put  them  all  in; "  and  thus 
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contracts  grew  more  rapidly  tlian  any  flower  by  the  caimiiig 
art  of  the  magician.  Mr.  Sanborn  had  now  a  contract  to  execute 
large  enough  to  have  appalled  a  less  adventurous  being. 
Possibly  the  treasury  department  thought  so,  and  this  may  be 
the  reason  why  "  the  whole  power  of  the  internal  revenue 
bureau,  as  well  as  the  entire  machinery  of  the  government  for 
the  collection  of  taxes,  was  placed  at  the  disposal  of  Sanborn.'' 
Certainly  such  assistance  was  wondrously  kind,  and,  doubtless, 
Mr.  Sanlxjrn  fully  appreciated  tlie  unexampled  favor.  Sanborn 
collected  $427,000  of  taxes,  and  the  entire  country  was  con- 
founded with  this  unique  business.  Those  were  extraordinary 
times  in  admiuistering  the  government,  and  the  people  were 
accustomed  to  new  and  curious  things ;  indeed,  they  had  not 
become  c^ompletoly  calmed  from  the  effects  of  war.  Reckon- 
ing (lay  finally  caiue,  and  a  committee  of  investigation  asked 
the  leading  ofSeers  of  the  treasury  department  to  explain  their 
conduct.  The  coimuittee,  "  feeling  alarmed,"  they  said  in 
their  report,  "  at  the  apparent  looseness  with  which  the  law 
had  been  adniiuiijtered,  had  before  them  tlie  secretary,  AssiiSt>- 
ant  Secretary  Sawyer,  and  the  jsolicilor  of  the  treasury.  The 
aecrclary  gave  but  little  information,  and  exhibited  an  entire 
want  of  kuowleilge  as  to  the  manner  of  making  ihe  contract, 
adiniuLstering  the  law,  or  uf  the  provit^ions  of  the  law  itself. 
His  only  ronnwtion,  .so  far  as  he  could  remember,  with  these 
transadions,  was  in  affixing  his  signature  to  the  various  papers 
presental  to  him  as  a  mere  matter  of  officH?  routine,  without  know- 
ing their  contents.  The  assistant  secretary  disclaimed  any  par- 
ticular knowleilge  of  the  law  and  contract,  and  he,  in  like  man- 
ner, affixed  his  signature  as  a  matter  of  office  routine.  The 
solicitor  who  prei>are<.l  the  contract  declared  tliat  he  '  had  con- 
sulted in  every  instance  with  tlie  secretary  or  the  assLsitant 
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secretary  of  the  treasury ;  that  he  had  in  all  cases  simply  obeyed 
the  directions  of  his  superior  officers^  and  that  the  contracts  and 
the  various  orders  of  the  department  were  well  known  to  the 
secretary  and  assistant  secretary/  " 

The  committee  looked  with  serious  apprehension  upon  the 
apparent  attempt  of  each  of  these  gentlemen  to  transfer  the 
responsibility  from  himself  to  others.*  Nevertheless,  no  evi- 
dence during  the  long  and  thorough  investigation  proved 
that  either  of  these  officers  had  been  influenced  by  corrupt 
motives.  The  transaction  is  the  more  singular,  because  the 
Secretary  had  been  so  careful  previously  to  the  enacting  of  the 
law  of  1870,  in  making  contracts  for  collecting  revenue  from 
delinquents.  The  duties  of  his  office  were  extremely  arduous, 
and  these  contracts  were  r^arded  by  him  at  the  time  they 
were  made  as  small  affiiirs  compared  with  many  others  which 
daily  engaged  his  attention.  One  fact  is  certain,  the  people 
were  ashamed  and  indignant  when  they  learned  that  such 
things  could  happen  in  administering  the  government. 

Was  not  Sanborn  an  extraordinary  man  in  scenting  so  many 
delinquents,  even  though  the  number  were  not  so  great  as 
stated  in  his  contracts  ?  The  committee  told  how  this  hunter 
succeeded  in  bagging  so  much  game.  "  The  information  fur- 
nished by  the  paid  officers  of  the  government  on  which  col- 
lections were  made  was  placed  at  the  disposal  of  Sanborn, 
who,  availing  himself  of  information  paid  for  by  the  govern- 
ment, obtained  a  contract  for  the  collection  of  the  many  claims 
thus  brought  to  light  and  found  to  be  due  to  the  government." 
Furthermore,  all,  or  nearly  so,  of  the  taxes  collected  by  San- 
bom  were  not  properly  matters  of  contract  under  the  law, 
and  would  have  been  collected  by  the  internal  revenue  bureau 

'  House  Report,  No.  559,  43  Cong.,  first  session. 
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in  the  ordinary  discharge  of  their  duty.  Lastly,  the  commis- 
sioner of  internal  revenue,  whose  duty  consisted  in  collecting 
the  internal  revenue,  was  utterly  ignored  in  this  dL^raceful 
business,  and  a  letter  that  he  wrote  to  the  secretarj'^  of  the 
treasury  protesting  against  the  manner  of  these  collections  was 
never  answered. 

If  the  exixjriment  of  collecting  taxes  by  contract  was 
r^rded  with  shame  by  the  people,  so  were  the  more  exten- 
sive frauds  which  were  discovered  during  President  Grant's 
second  administration,  and  which  had  been  practiced  for 
a  long  time  by  the  whiskey  distillers  and  rectifiers  of  St. 
Louis,  Cliicago,  and  Milwaukee,  through  the  assistance  of 
nimierous  officials  of  the  government.  Their  security  from 
ex|X)sure  and  immunity  fix)m  punishment,  at  first  obtained  by 
contributing  lil^erally  toward  the  presidential  expenses  of  the 
Republican  party  in  1872,  were  afterward  continued  by  pay- 
ing the  officials,  who  were  csi)ecially  charged  with  ascertaining 
and  collecting  the  tax.  As  the  scheme  of  defrauding  widened, 
more  official  support  became  necessarj'-,  and  this  was  gained 
witliout  difiiculty.  When  Mr.  Bristow  became  secretary  of 
the  treasury,  he  learned  through  the  editor  of  the  St.  Louis 
Dcmwrat  of  the  existence  of  this  double-headed  fraud,  one 
head  existing  in  Washington,  and  the  other  in  St.  Louis. 
The  office  of  the  commissioner  of  internal  revenue  was  lined 
with  members  of  the  whiskey  conspiracy.  The  secretary, 
therefore,  quickly  |)erceived  that  he  could  not  look  to  the 
regular  administrators  of  the  law  for  assistance.  Maintaining 
silence,  as  far  as  possible,  he  employed  others  outside  the 
treasury  department  to  collect  the  evidence  against  the  wrong- 
<loers.  When  all  had  been  made  ready,  the  exposure  came. 
A  large  number  of  prominent  distilleries  and  rectifying  estab- 
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lishments  were  seized,  the  commissioner  of  internal  revenue 
was  summarily  dismissed,  and,  shortly  afterward,  numerous 
indictments  were  found,  followed  by  arrest.  McDonald,  the 
supervisor  for  Missouri,  Joyce,  the  special  revenue  agent,  and 
Avery,  who,  only  a  short  time  before,  had  been  chief  clerk  of 
the  treasury  department,  and  McKee,  the  proprietor  of  the 
St.  Louis  Democrat,  were  among  the  number.  Many  of  those 
arrested  pleaded  guilty,  and  were  fined  or  imprisoned,  or 
both.  Those  above  mentioned  were  tried,  convicted,  and 
imprisoned.  Afljer  Joyce's  conviction,  he  obtained  permission 
to  make  a  speech  in  exculpation  of  his  conduct.  Beginning 
with  a  denial  of  his  guilt,  he  proceeded  to  denounce  his 
enemies,  and  compared  the  reform  movement  to  an  "  epi- 
demic,''  which  had  "  risen,  like  the  mist  of  a  mighty  flood ; " 
nevertheless,  he  comforted  the  downcast  and  despairing  who 
heard  him,  by  assuring  them  that  '^  the  flood,  even  then,  was 
settling  into  its  former  bed,  where  the  crystal  waters  shall 
again  reflect  the  green  foliage;  the  oak,  and  the  sycamore, 
and  the  gentle  breezes  and  birds  of  spring  shall  make  merry 
music  in  the  cathedral  aisles  of  a  generous  nation ; "  and  so, 
under  the  cooling  shade  of  his  rhetorical  foliage,  he  went  to 
prison. 

Thus  the  work  of  indicting,  trying,  and  convicting  pro- 
ceeded in  a  most  gratifying  manner  to  all  who  believed  in  an 
honest  government.  No  one,  perhaps,  rejoiced  more  heartily 
over  these  events  than  the  President  himself.  He  had  said  to 
Mr.  Bristow,  "  Let  no  guilty  man  escape,"  and  these  words 
had  acted  like  magic  on  all  who  were  concerned  in  bringing 
the  ofienders  to  justice.  The  circle  of  the  suspected  constantly 
enlaigedy  until  General  Babcock,  the  President's  secretary, 
was  found  within  it    Then  the  attitude  of  the  Presideiit 

28 
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toward  Mr.  Bristow  and  others  engaged  in  the  work  of 
pn)secution  changed.  The  President  stood  by  his  secretaiy, 
as  firmly  as  did  Pindar  by  the  Hellenic  mythology.  He 
would  not  believe  ill  of  him.  It  is  true,  Greneral  Babcock 
asserted  his  innocence,  and  desired  a  speedy  trial.  After  a 
little  reflection,  however,  he  preferred  to  vindicate  himself 
before  a  court-martial,  and  one  wa«  ordered  to  convene  at 
Chicago.  In  the  mwmtime,  he  was  indicted  by  the  grand  juiy 
at  St.  Ix)ui8,  and  a  day  was  fixed  for  his  trial.  The  evidence 
was  not  sufficient  to  convince  the  jurv'  of  his  guilt,  and  he  was 
acquitted.  AVhethor  he  really  Avas  guilty  need  not  concern  us 
here.  Two  or  three  facts,  however,  are  worth  adding.  The 
first  of  tlicse  is,  when  he  learned  of  the  prosecution  against 
him,  he  tolegniphed  to  St.  IjOuls  declaring  his  innocence, 
promising  a  full  exj>lanation  of  his  corresj)ondenoe,  and 
demanding  a  trial  at  tlic  earliest  moment.  At  the  same  time, 
he  telegraj)licd  to  anotlicT  jKirson,  who  was  to  convey  the 
mcssii^e  to  his  counsel,  '*  Tell  him  to  employ  assistance,  if  he 
Mants,  but  to  invvent  my  going  there  now  at  all  hazards." 
None  of  his  corn'spoiidence  with  McDonald  was  produced  nor 
ex]>lained,  and  (nily  a  small  portion  of  that  with  Joyce.  His 
counsel  fought  to  the  utmost  to  exclude  everything  they  could. 
Their  course  (tTtainly  did  not  scjuare  with  his  assertions  of 
inn(K*ena^  and  pr(»fessions  of  eagerness  to  explain  all  that  he 
had  said  and  written.  In  truth,  no  public  explanation  >va8 
ever  made.^ 

The  difficulties  of  the  prosecution  were  enhanced  by  an 
order  issued  by  the  attorney-general  of  the  United  States,  and 
directed  to  the  district-attorney  in  charge  of  the  case,  that  no 
inmiunity  from  subsequent  prosecution  should  be  given  to 

>  The  Nation,  Xov.  25,  1875. 
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guilty  persons  who  might  be  inclined  to  purchase  their  safety 
by  turning  State's  evidence.  The  object  of  this  was  too  clear 
to  be  misunderstood.  The  government  desired  no  further 
revelations,  it  had  had  enough.  The  attorney-general  after- 
ward explained  to  an  investigating  committee  of  Congress  why 
the  order  was  given,  and  to  their  report^  must  the  reader  go 
who  wishes  to  pursue  any  further  this  sad  episode  of  com- 
mingled official  and  private  fraud. 

General  Babcock  and  his  friends  were  numerous  and  power- 
fol  enough  to  make  the  cry  of  persecution  eifective,  and  to 
lessen  the  President's  r^ard  for  Mr.  Bristow,  and  his  efficient 
coadjutor,  Mr.  Wilson,  the  solicitor  of  the  treasury.  The 
relations  between  them  and  the  President  became  strained, 
and  both,  not  long  after  Greneral  Babcock's  trial,  resigned. 
With  their  exit,  the  reform  movement  quickly  passed  away, 
and  ere  long  "  the  gentle  breezes  and  birds  of  spring "  were 
heard  by  Joyce  and  his  fellow  prisoners,  for  they  were  par- 
doned, and  thus  his  prophecy,  which  caused  so  much  merriment 
when  uttered,  was  literally  ftdfilled. 

It  would  require  many  pages  to  describe  all  the  frauds 
perpetrated  on  the  government  in  assessing  and  collecting  the 
whiskey  tax.  One  device  was  to  wash  the  stamps  used  by  the 
government  and  put  them  on  again  ;  another  way  was  to  get 
the  barrels  that  had  been  properly  passed  and  refill  them ; 
the  mere  mention  of  these  finuds  must  suffice.  One  other, 
however,  deserves  more  notice,  that  of  illicit  distilling.  It 
has  always  been  practiced  to  some  extent,  but,  after  the  war 
dosed,  it  increased  in  the  more  sparsely  populated  portions 
of  the  country,  and,  especially,  in  the  mountainous  r^ons  of 

^HouseMi&Doc.,  No.  186,44Coiig^fii8t8eBdon.    See^  alsoy  McDonald's 
(Secrets  of  the  Great  Whiskey  Ring. 
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W^t  Vir^nia,  Virginia.  Kemnoky,  Tenned^eey  Xoitfa   and 
S>uth  Carcilina.  GvU'rzia.  Alabama,  and  in  some  portioiis  of 
MU-r^juri,  Arkaa-a.^.   and   Texa?.     The  annual   loas   to  die 
govemnit-nt  hail  bc»n  c|iiite  e^oal  to  the  annnal  appropriatiCHis 
for  ctfJlwting  the  entire  revenue  tax.     In  the$e  regions  were 
about  five  thouiiand  er»pper  still-f,  many  of  which  were,  at 
certain  times?,  lawfully  usol  in  pri.<luc-ing  brandy  fnim  apples 
and  peorhes,  and,  at  others,  in  the  illicit  manulacture  of  spirits. 
Thk  ba'^ini.'ss  \i*as   o>nducttt.l   by  a  determined  set  of  men, 
who  leapied  togrther  ti »  deft-ud  thenL-rel ves  against  the  officers 
of  the  gr»veninient,  and,  at  a  given  signal,  were  ready,  in  their 
various  neigh Ixirlioods,  to  come  togt-ther  with  arms  in  their 
handri  to  ilrive  the  officers   of  intenial   revenue  out  of  the 
cfjuntn*.     The  cril lectors  were  supplied  with  breech-loading 
carbines,  but   the  enf.nxvment   of  the   laws  was  a  perilous 
uudertakiu^r.     Much  of  thi.-   fij>j)o-itinii    was   ilie  continued 
fi-filiii^  of  lio.^tility  to  the  goverunn/nt,  notwithstanding  the  war 
had  lou^'  >in(i'  ende<l.     In  some  <»f  tlii.*  districts  where  illicit 
di -tilling  was    extensively    praotice<l,   h-ading    citizens   were 
either  dinxlly  interestnl  in  the  l.>u^ine>.-,  or  were  in  active 
.sympathy    with    the   <listillers,  and    the   officers  of  the  law 
rv'i'eivrHl  little  aid  or  enajuragement  from  the  jK-^jple  in  collect- 
ing I  Ik*  revenue,  and  in  arresting  and  punishing  offenders. 
In    sonic   caMfS,  the  Stale  officers,    including  judges  on  the 
iKfiir-h,  sichjil  with  the  illicit  distillers,  and  encouraged  the  use 
of  the  State  <-(nii1s  for  prosecuting  the  offiwrs  of  the  United 
States  on  all  kin<ls  of  chai'ges,  with  the  evident  purpose  of 
obstnicting  the  (iiifon-t.'nient  of  the  laws.     The  illicit  distilleis 
"on  numerous  occasions  "  fired  on  the  federal  officers.     The 
connnlssioner  of  internal  revenue,  in  his  annual  report  for 
1878,   from   which   the  forgoing  account  has  been  taken^ 
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added^  "that  when  the  ofiBcers  of  the  United  States  were 
shot  down  from  ambuscade^  in  cold  bloody  as  a  rule^  no 
efforts  were  made  on  the  part  of  the  State  ofiBoers  to  arrest  the 
murderers;  but,  in  cases  where  the  oflBoers  of  the  United 
States  were  engaged  in  the  enforcement  of  the  laws,  and  had, 
unfortunately,  come  in  conflict  with  the  violators  of  the  law, 
and  homicides  had  occurred,  active  steps  were  at  once  taken 
for  the  arrest  of  such  officers,  and  nothing  was  left  imdone  by 
the  State  authorities  to  bring  them  to  trial  and  punishment." 
The  commissioner,  however,  relaxed  no  efforts,  and  during  the 
next  twelve  months  enforced  the  law  with  greater  success. 
In  a  period  covering  a  little  more  than  three  years,  "  three 
thousand  one  hundred  and  seventeen  illicit  distilleries  were 
seized ;  six  thousand  four  hundred  and  thirty-one  persons  were 
arrested  for  illicit  distilling ;  twenty-six  officers  and  employees 
were  killed,  and  forty-seven  wounded,  while  engaged  in  enforc- 
ing the  internal  revenue  laws."  Such  is  the  brief  story  of  the 
last  great  fraud  perpetrated  by  the  whiskey  distilling  interest 
In  r^ard  to  the  frauds  of  other  whiskey  distillers,  the 
method  adopted  in  1868  of  measuring  the  product  at  the 
still,  and  of  requiring  the  payment  of  a  tax  on  that  quantity, 
together  with  a  selection  of  better  officers  for  administering 
the  law,  caused  a  marked  improvement,  and  since  that  time 
no  heavy  frauds  of  that  nature  have  been  committed.  The 
quantity  produced  was  accurately  ascertained  and  the  taxes 
were  collected,  except  when  the  government  otherwise  directed, 
or  an  occasional  failure  or  destruction  of  the  product  occurred. 
The  revenues  of  the  government  fell  off  so  much  after  the 
depression  of  1873  that  the  expediency  of  increasing  the  tax 
on  whiskey  was  discussed  in  many  quarters.  The  next  year, 
the  distillers^  believing  that  the  tax  woold  be  increased,  with- 
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drew  from  the  warehouses  a  large  quantity,  by  paying  the  tax 
iu  order  to  get  the  benefit  of  the  increase.  In  January,  1874, 
5,430,021  gallons  were  withdrawn,  and  11,504,356  gallons 
the  following  month.  The  tax  was  increased  from  seventy  to 
ninety  cents  a  gallon,  March  3,  1875.  The  withdrawal  of  so 
large  a  quantity  swelled  the  revenue  for  that  year,  but  less  was 
paid  in  1875.  Seven  millions  of  gallons  of  spirits  were  in  the 
bonded  warehouses  at  the  time  of  enacting  the  law,  yet  as  the 
increased  tax  of  twenty  cents  jxir  gallon  was  not  assessed  on  this 
quantity,  tlie  government  last  §1,400,000.'  This  was  a  need- 
less sacrifice  of  revenue  at  a  time  when  it  was  much  wanted. 

Turning  now  to  the  collection  of  the  taxes  on  tobacco,  it 
may  be  remarked  that  the  legislation  on  this  subject  for  the 
fii>>t  five  yeai's  was  lai*gely  exp<»rimental,  and  necessarily  so. 
As  most  of  the  tobacco  consumed  here  was  a  domestic  product, 
and  siicli  taxes  luul  not  boon  previously  levied.  Congress  had 
no  guide  to  follow  in  dotorniiniug  what  rates  to  adopt,  or 
wliat  mode  would  prove  the  most  i)opu]ar  and  effective  in 
collecting  tlioni.  Many  laws  were  i)ass(?d  with  the  view  of 
cxjlloctin<^  a  larger  revenue,  and  iu  a  more  offoctive  manner;  the 
nites  of  taxation  raised  on  different  grades  of  manufactured 
tobawo  wore  from  two  cents  to  forty  cents  per  pound,  and 
snuff,  iVom  twenty  to  forty  (Hints  per  pound,  and  ou  cigars, 
from  one  dollar  and  a  half  to  forty  dollars  per  thousand.  A 
tax  was  also  laid  on  the  loaf  in  the  l)eginning,  but  this  was 

*  Com.  Pratt's  lvi'|iorl,  iSTo.  '*  While  logishition  is  pending,  cxtraordi- 
nary  eflorts  are  made  by  the  distiller  and  manufacturer  to  secure  the  benefit 
of  the  exist injr  h>w  rate  to  ns  lar;;e  a  quantity  of  their  distilled  and  manu- 
factured priMluct  as  i>oHsihle.  i'Vftcr  the  law  increa.sing  the  rate  has  gone 
into  operiition  the  market  is  supplied  for  a  time  with  the  surplus  taxed  at  the 
low  rate,  and  several  months  UHually  elapse  before  this  8uri)lu8  is  exhausted, 
and  the  revenue  Hows  again  naturally  in  its  accustomed  channeW    Ibid. 
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soon  repealed.  By  some  of  the  earlier  laws  the  tax  was  made 
partly  specific,  and  partly  ad  valcyrem,  for  the  purpose  of 
making  the  quality  and  price  elements  in  determining  the 
amount  of  tax  that  should  be  paid  on  a  given  quantity.  This 
mode  of  levying  the  tax  did  not  prove  successful,  and  in  July, 
1868,  the  mode  of  collecting  all  taxes  on  manufactured  tobacco, 
snuff,  and  cigars  by  means  of  stamps  was  adopted.  The  tax 
was  made  specific  in  all  cases,  and  uniform  on  all  cigars  of 
five  dollars  per  thousand ;  on  cigarettes  weighing  not  exceeding 
three  pounds  per  thousand,  one  dollar  and  a  half;  on  snuff, 
thirty-two  cents  per  pound,  and  on  all  smoking  and  chewing 
tobacco  two  rates,  one  of  sixteen  cents  per  pound,  and  the  other 
tMrioe  as  much.  This  law  was  the  outcome  of  careful  study, 
and  many  of  its  provisions  were  recommended  by  persons 
engaged  in  the  manufacture  and  sale  of  tobacco.  The  tax 
on  manufactured  tobacco,  except  snuff,  was  afterward  made 
uniform  at  twenty  cents  per  pound,  and  more  stringent  pro- 
visions were  enacted  to  enable  the  government  to  control  the 
movement  of  raw  or  leaf  tobacco,  and  to  prevent  its  sale  for 
direct  consumption,  either  by  dealers  or  growers.  At  a  later 
period,  as  more  revenue  was  required,  the  rates  on  the  several 
kinds  of  tobacco  were  increased  twenty  per  cent. 

Although  the  tax  was  levial  on  the  manufactured  product, 
and  made  payable  by  the  use  of  stamps,  which  were  attached 
when  the  tobacco  was  sold  or  removed  from  the  place  of 
manufSsu^ture  for  sale  or  consumption,  it  was  added  to  the  price 
and  paid  in  the  end  by  the  consumer.  The  government  main- 
tained that,  as  the  burden  of  the  tax  was  thus  distributed 
among  the  millions  of  voluntary  consumers  its  weight  could 
not  be  seriously  felt,  so  long  as  it  was  not  excessive  in  amount, 
and  was  uniformly  and  thoroughly  collected. 
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In  1878  it  was  proposed  to  reduce  the  tax  on  tobacco  one- 
thinl,  or  from  twenty-four  cents  to  sixteen  cents  per  pound,* 
The  reasons  for  the  reduction  were  that  the  decrease  would 
stimulate  consumption  and  not  diminish  the  revenue,  and  that 
the  present  rate  depressed  the  value  of  leaf  tobacco  in  the 
hands  of  producers,  and  consequently  that  they  would  be 
benefited  by  the  reduction.  These  reasons  were  assailed  by 
the  internal  revenue  commissioner.  He  maintained  that 
though  the  tax  on  tobacco  was  primarily  paid  by  the  manu- 
facturer, it  was,  in  fact,  paid  by  tlie  consumer,  and  it  was  well 
known  that  the  retail  sales,  both  before  and  after  the  passage 
of  laws  providing  for  a  tax  on  manufactured  tobacco,  had  been 
in  small  quantities.  The  existing  tax  was  at  the  rate  of  one  oent 
and  a  half  per  ounce,  and  the  retail  price  five  cents  per  ounce. 
It  seemed  incredible  that  a  reduction  of  half  a  cent  on  the 
ounce  in  the  tax  would  effect  to  any  apj)reciable  extent  the 
retail  prices  charged  on  the  quantity  consumed.  It  was 
believed  that  jxirsons  who  w^ere  in  the  habit  of  using  manu- 
factured tobacco  would  not,  because  of  the  smaller  tax,  con- 
sume a  larger  quantity,  and  it  was  "  not  to  be  credited  that 
persons  who  were  not  in  the  habit  of  using  tobacco  would  be 
induced  to  commence  its  use  in  consequence  of  the  reduction 
of  the  tax."  The  commissioner  therefore  concluded  that  a 
reduction  of  the  tax  would  result  in  a  corresponding  reduction 
of  the  revenue.  With  respect  to  the  second  reason,  an 
examination  of  the  market  quotations  of  tobacco  for  a  period 
of  years  did  not  show  that  the  tax  on  manufactured  tobacxx> 
had  had  a  depressing  effect  on  the  market  price  of  leaf  tobaooo. 
The  business  of  manufacturing  tobacco  had  annually  increased, 

^  For  effect  of  laws  taxing  tobacco,  see  speech  of  Mr.  Winchester,  Maj  21^ 
1872,  Cong.  Globe,  Appendix,  p.  592. 
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and  had  spread  throughout  the  country.  There  was  a  com- 
petition among  them  for  the  various  choice  grades  of  leaf 
tobacco^  and  this  would  not  be  enhanced  by  a  reduction  of 
the  rates  of  taxation  on  the  manufiictured  article.  The  tax, 
however,  was  reduced,  not  with  the  expectation  of  stimulating 
consumption  sufficiently  to  yield  as  much  revenue  as  before, 
but  in  order  to  diminish  it,  as  a  reduction  at  that  time  was  re- 
garded with  fiivor. 

The  mode  of  collecting  the  tax  by  the  use  of  stamps  was  a 
marked  improvement  in  preventing  frauds.  These  were  indeed 
practiced,  but  could  not  be  so  easily  as  before.  The  most 
serious  evasions  consisted  in  washing  stamps  after  their 
official  cancellation,  and  in  using  them  again.  As  the  system 
of  internal  taxation  diminished,  it  became  more  simple,  frauds 
were  less  fiequent,  and  the  laws  were  more  easily  enforced.  Of 
the  entire  internal  revenue  collected  in  1866,*  $50,128,079  were 
drawn  from  fermented  and  distilled  liquors  and  tobacco;  four 
years  afterward  $93,251,439  came  from  these  sources,  and 
$91,984,434  from  income,  including  salaries,  banks,  matches, 
and  other  sounjes.  In  1872,  of  the  entire  amount,  $131,770,- 
946,  the  government  obtained  $91,470,184  from  fermented 
and  distilled  liquors  and  tobacco.  Since  that  time  a  constantly 
increasing  proportion  has  been  derived  from  the  last  mentioned 
sources.  Supplying  such  a  large  portion  of  the  internal 
revenue  from  the  time  of  establishing  the  system,  they  have 
always  occupied  a  large  place  in  the  operations  of  the  internal 
revenue  department  of  the  government,  and  it  was  fitting  to 
give  a  considerable  space  to  them  in  our  history. 

The  reader,  however,  would  have  a  one-sided  notion  of  the 
op6rati<m  of  the  internal  revenue  system  if  he  inferred  that 

1  Which  was  9810^906^084. 


442        FINAXCIAL    HISTORY  OF  THE   UNITED  STATES.    [ISSl. 

the  iraiuls  and  eiTors  in  administering  the  law  were  coufined 
to  distilled  spirits  and  tobacco.  The  whiskey  frauds  were  &r 
worse  tlian  any  other,  but  it  must  be  remembered  that  the 
reverme  from  this  source  formed  at  all  times  a  large  portion 
of  the  internal  revenue.  Yet  the  whLskey  distillers  were  not 
the  only  sinners,and  forgetters  of  the  law.  Wrong  doing  and 
error  have  marked  the  conduct  of  all  classes  of  internal  tax 
payers  in  varying  degree  from  the  beginning.  In  1881,  the 
commissioner  discovered  that  a  large  number  of  banks  and 
bankers  had  not  made  correct  returns  of  their  capital  and 
deposits  for  taxation.  These  discoveries  were  first  made  in 
Chicago.  In  many  instances  a  subsequent  examination  brought 
to  light  only  small  sums  due  to  the  government,  and  whidi 
were  evidently  errors  in  the  adculations  of  the  banks.  In  the 
case  of  certain  foreign  banks  doing  basiness  in  that  city,  large 
amoimts  of  taxes  were  found  due  on  capital  brought  into  the 
country  and  employed  in  banking.  The  results  of  the  examina- 
tion in  Chicago  led  to  an  examination  of  the  returns  of  banks 
and  bankers  in  other  cities.  "  It  was  found  that  while  the 
returns  of  some  hanks  had  been  accurate  to  the  last  oent^ 
the  returns  c)f  others  had  Ix^eu  made  with  daluctions  as  to 
both  crapital  and  deposits,  which  were  not  admissible  under 
the  law."  ^faiiv  bankei-s  rendilv  submitted  their  books  for 
examination,  and  showal  a  willingness  to  comply  fidly  yyith 
the  law.  Others  agreed  to  examine  their  l>(H>ks  and  make 
such  statements  as  were  required  by  the  regulations  established 
by  the  conimissioner.  Other  bankers,  questionmg  the  right 
of  internal  oilieers  to  examine  their  books,  refused  either  to 
])r(Mluce  them,  or  to  answer  interrogatories  in  regard  to  their 
lialulity  for  a<lditioual  taxes.  Against  others  the  aid  of  the 
court  was  invoked  to  enforce  compliance  with  the  law. 
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The  commissioner  made  two  r^ulations  at  this  time  con- 
cerning the  liability  of  banks  and  bankers  which  caused  no 
little  irritation.  One  regulation  required  the  payment  of  a 
tax  on  the  average  gross  amount  of  deposits.  When  the  tax 
was  first  imposed,  the  question  was  immediately  raised,  What 
are  the  taxable  deposits  of  a  bank  ?  Were  they  the  total 
amount  of  money  received  by  it  during  a  day's  business,  or  the 
amount  left  over  after  paying  all  checks  drawn  against  the  de- 
posits during  the  same  day  ?  The  government,  in  1865,  ruled 
that  taxable  deposits  were  those  which  remained  aft:er  checks 
payable  during  the  same  period  of  time  had  been  deducted ;  in 
other  words,  the  balance  or  surplus  which  was  free  for  the 
bank  to  use  in  making  loans,  and  on  which  it  could  obtain  a 
profit.  This  ruling,  after  application  for  sixteen  years,  was 
reversed  by  Commissioner  Baum,  and  banks  were  declared 
to  be  liable  for  all  the  deposits  remaining  after  the  close  of 
business,  and  checks  drawn  the  same  day  against  them,  and 
settled  at  the  clearing-house  the  day  following,  could  not  be 
deducted. 

The  other  ruling  required  private  bankers  to  return  as  de- 
posits all  money  borrowed  by  them,  to  be  repaid  at  a  fixture 
day,  with  or  without  interest,  whether  secured  by  collateral  or 
not,  and  also  all  sums  left  with  them  as  margins  on  purchases 
of  stocks,  produce,  cotton,  etc.,  and  that  for  purposes  of  taxa- 
tion, brokers  who  received  money  in  this  way  were  to  be  con- 
sidered bankers.  This  ruling  excited  much  unfavorable  dis- 
cussion. One  newspaper  reasoned  in  this  way:  "If  brokers 
are  to  be  considered  as  bankers  because  they  received  money 
from  other  people  in  the  way  of  margins,  they  must  be  bankers 
for  all  other  purposes,  and  must  be  also  taxed  on  the  money 
they  borrow.    Thus  three  or  four  taxes  may  be  gotten  out  of 
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the  same  deposit.  But  if  brokers  ore  bankers,  why  are  not 
bakers,  and  milk  peddlers,  and  ice  dealers,  and  all  persona  who 
receive  money  and  isiiue  tickets  therefor?  Is  not  a  luDch- 
counter,  if  the  proprietor  receives  deposits  and  issues  certifi- 
cates redeemable  in  clams  and  oysters  ?  " ' 

With  a  rei)eal  of  the  taxes  the  machinery  for  collection  was 
rendered  more  simple,  and  fewer  persons  were  employed.  The 
supervisors  and  inspectors  were  among  the  first  to  be  reduced 
in  number  and  at  length  were  omitted.  In  1872  the  office  of 
assessor  was  abolished, and  his  work  was  done  by  direction  of  the 
commissioner.  The  internal  revenue  districts  were  consolidated 
into  eighty,  and  tlie  numlxtr  of  minor  officers  was  diminished. 
Four  years  later  another  consolidation  was  made,  and  the  col- 
lection districts  were  retlueed  to  one  linndred  and  thirty-on^ 
and,  in  1884,  to  eighty-five."  Tlie  cost  of  cjllectiug  the  revenue 
lias  l>een  given  wiUi  considerable  detail  from  year  to  year  in 
the  re|W)rts  of  the  commissioner,  and  lias  centred  around  three 
and  a  half  per  cent,  wliicli  is  only  a  small  figure  compared 
with  the  expectations  of  Uioffe  who  enacted  the  first  internal 
revenue  law,' 

'  Boston  Commercial  Bulletin.    Sec  3(i  Bnnk.  Miig.,  p.  47. 

'Ktiwrt  of  Com.  of  In.  Rev.,  18S4. 

'"From  the  great  extent  of  tcrritorv,  anil  tlie  alinoGt  numberleas  otgecti 
of  tuxntion,  it  wax  rnriotialy  estimnli'd,  during  (lie  iiendency  of  the  fint 
internal  revenue  bill  in  tlie  thirty-seventh  Congress,  that  the  charges  of 
coUeetion  wnnl.i  be  fnim  seven  to  twelve  jicr  cent,  and  it  was  (reel;  argoed 
that  the  excise  proper  could  not  reach  the  treosuiy  for  less  than  fifteen  or 
twenty  i«t  cent  of  its  amount." — Commissioner  Kolun's  Annual  Beport, 
18C7. 
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CHAPTER  VII. 


TAXATION  OF  IMPORTS. 


The  war  proved  a  wonderful  fertilizer  to  American  manu- 
factures, and  they  spread  like  a  banyan  tree.  A  few  withered 
and  perished  from  the  effects  of  internal  revenue  taxation; 
some  grew  too  rankly;  but  the  principal  industries  struck 
deeply  and  securely  into  the  soil. 

The  duties  were  raised  several  times  after  the  introduction 
of  the  internal  revenue  system,  for  two  reasons:  first,  to 
protect  the  American  manufacturer  from  the  effects  of  internal 
taxation;  and,  secondly^  to  obtain  a  larger  revenue.  The 
second  reason,  especially,  for  the  advance,  was  too  strong  to  be 
successfully  opposed.  Nevertheless,  after  the  first  year  of  the 
war,  imports  flowed  into  the  country  in  enormous  quantities. 
A  large  class  had  suddenly  acquired  much  wealth ;  the  income 
of  wage-workers  and  salaried  persons  had  largely  increased, 
and  their  demands,  united  with  the  pre-existing  demand,  both 
public  and  private,  strained  the  energies  of  the  entire  produc- 
ing world.  If,  therefore,  the  domestic  producer  rejoiced  over 
quickened  demands  and  large  profits,  the  importer  also  rejoiced 
over  his  unaccustomed  prosperity.  An  enormous  capital  was 
put  into  new  enterprises,  and  many  built,  bought,  and  sold  as 
though  the  war  would  last  forever.  The  people  were  regarded 
by  producers  as  a  boundless  sea,  into  which  they  could  end- 
lessly pcmr  their  prodacto  without  danger  of  overflow. 
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The  war,  therefore,  was  unqueBtionably  a  powerful  sttmti- 
lact  to  thfe  manufacturer  by  creating  a  new  and  enormoos 
demand  for  things.  Here  and  there  was  a  person  soberi' 
enough  to  |x.'rceivc  that  tlie  gtivernmeut  and  the  jx^ple  wer* 
g  onexampled  means  wherewith  to  make  purchases  by 
I  a  lieu  on  the  wealth  of  the  country  and  on  futuie' 
earnings  which  they  would  be  obliged  to  discharge,  and  frotni' 
which  tiiey  would  gravely  autfer  if  they  did  not.  If 
peo[Je  diBChargetl  that  lien,  they  would  have  ieaa  to 
extent  of  tiid  amount  paid ;  if  they  repudiated  it,  the  h 
woold  Bofi^r  to  a  similar  extent.  A  lai^  portion  of 
wealth  consumed  in  war  time  was  created  during  those  fo 
years,  beside  n  surplus;  consequently,  the  account  does 
look  BO  appalling  when  viewed  from  all  sides  as  from  onlj 
one.  7et  tJie  atiaiulaat  wan  tuiuatural,  and  could  not  be 
applied,  and,  when  withdrawn,  the  exdtement  and  anzietF 
concerning  the  result  of  the  national  struggle  w^«  Hooceedfld 
by  an  anxiety  concerning  the  future  of  business  whieh,  fift 
appearing  among  the  manu&cturers  and  other  emplt^ren  of 
labor,  soon  extended  to  all  classes,  and  continued,  in  vaiyimp 
degree,  untjl  the  restoration  of  specie  payments. 

Beside  the  quickly  vanishing  demand  of  the  gOTenuneiit  at 
the  close  of  the  war,  the  rapid  decline  in  the  value  of  goU 
was  the  first  marked  adverse  influence  to  the  mauufacturini 
interests.  The  protective  effects  of  the  gold  premium  oni 
manu&cturiug  cannot  be  eaaly  ascertained,  becaiL^^e  the  pri* 
of  commodities  did  not  respozid  to  the  advance  in  gold  -vn&ii 
much  M^olarity.  Imported  commoditdes  were  influenoed  moi 
strongly  by  the  gold  premium  than  others,  yrt  even 
this  influence  declined  as  tliey  wandoed  &rther  and  iarti 
away  &om  ibe  importer.    He  played  tnc^  too,  with 
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premium,  by  adding  an  additional  sum  to  the  price  of  hia 
goods  to  insure  himself  against  loss  by  variations  in  gold. 
When  the  premium  exceeded  the  advance  in  labor  and  raw 
material,  and  other  expenses  of  manufacture,  the  effect  was 
favorable  to  the  American  manufactiu^r ;  when  the  premium 
was  below  the  advance  in  these  things,  the  effect  was  unfevor- 
able  to  him.  Putting  the  fact  another  way,  when  paper  money 
drove  up  the  price  of  gold  higher  than  the  price  of  other 
things,  it  acted  as  a  barrier  against  importations ;  when  the 
price  of  gold  did  not  correspond  to  the  advance  in  other 
things,  the  manufacturer  was  unfavorably  affected  so  far  as 
purchases  were  determined  by  the  difference  between  the 
prices  of  foreign  and  domestic  products.  It  must  be  remem- 
bered, however,  that  during  the  last  three  years  of  the  war, 
when  money  was  abundant,  purchases  were  not  always  based  on 
the  principle  of  getting  the  most  for  the  least  money.  Many 
felt  very  happy  over  their  suddenly  made  fortunes  and  larger 
salaries  and  wages,  and  they  were  quite  indifferent  about  the 
prices  they  paid.  Some  preferred  foreign  goods  because  they 
were  foreign  ;  others  because  they  believed  them  to  be  better. 
Some  preferred  a  large  price  to  a  lower  one,  getting  more 
pleasure  in  the  use  and  possession  of  the  purchases  than  they 
would  had  they  paid  less.  Moreover,  while  the  speculation  in 
gold  was  continued  at  a  great  height,  importers  could  charge 
more  for  their  goods,  to  insure  themselves  against  loss  from 
fluctuations  in  the  price  of  that  metal,  without  lessening  their 
sales,  so  long  as  money  was  abundant,  and  the  demand  brisk. 
When  sales  b^an  to  flatten,  then  importers  figured  more 
doedy,  and  the  American  producer  was  no  longer  helped  by 
this  adventitious  drcumstanoe.  He  now  learned  his  first 
sharp  lesBon  of  the  disadvantage  of  inflatioii.    If  prices  in 
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• 

general  had  risen  enormously  tlie  premium  on  gold  had 
sometimes  gone  even  higher ;  when  this  Buddenly  declined| 
without  a  (X)rrcsponding  decline  in  the  prices  of  other  thingSy 
the  importer  was  able  to  put  his  goods  on  the  market  at  a 
lower  price  than  before,  and  to  the  extent  of  the  difierenoe 
between  their  price  measured  by  the  gold  standard  and  do- 
mestic goods  of  tlie  same  kind  measured  by  the  paper  standard, 
he  secured  an  advantage  by  the  drop  in  the  gold  premium. 

The  first  class  to  learn  of  the  new  order  of  things  were  the 
makers  of  war  materials.  Some  of  them  had  b^un  to  learn 
before  the  surrender  at  Appomattox,  for  their  contracts  had 
been  fulfilled  and  they  c^uld  get  no  more.  Others  had  con- 
tracts that  would  run  for  several  months  longer.  In  a  few 
montlis  at  the  longest,  the  war  harvest  was  over  and  their 
suninicr  was  ended.  They  liad  made  a  great  deal  of  costly 
machincr}',  and  their  first  thought  ^'as  to  look  abroad  for 
contracts.  In  a  few  cases  tliese  were  obtained  ;  in  most,  the 
mills  were  closed ;  some  of  them  went  into  bankruptcy,  and 
nearly  all  of  this  class  of  accounts  showed  a  balance  on  the 
wrong  side. 

Tlie  woolen  manufacturers  were  the  next  to  realize  the 
change.  The  govern  men  t  had  been  an  enormous  purchaser ; 
besiiles,  the  dcarness  of  cotton  had  led  to  the  substitution  of 
wool  to  some  extent.  With  the  return  of  jx^ce,  came  a  fresh 
supply  of  cotton,  the  people  enlarged  their  uses  of  it,  and  the 
demand  for  wo<jlen  goods  s})cedily  fell  away.  To  guard 
against  disaster,  a  convention  of  wool  growers  and  manufiio- 
turers  was  held  at  Syracuse,  in  New  York,  in  December,  1865. 
The  object  was  to  recommend  higher  rates  on  wool  and  woolen 
products,  and,  if  possible,  to  get  them  adopted  by  Congress. 
In  the  joint  report  of  both  the  producers  and  manuJactorerB 
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to  the  United  States  Revenue  Commission,  it  was  declared  that 
the  object  of  the  Morrill  tariff  of  1861,  and  the  tariff  of  1864, 
was  to  give  sufficient  protection  to  the  wool  grower,  and  to 
put  the  manufacturer  in  the  same  position  as  he  would  occupj 
if  his  wool  were  free  of  duly.  A  duly  supposed  to  be  suffi- 
cient to  protect  the  wool  growers  was  put  on  wools  competing 
with  his  own,  and  on  woolen  cloths  supposed  to  be  sufficient 
to  reimburse  the  manufacturer  for  the  amount  of  the  dufj 
paid  on  the  wool.  An  ad  valorem  duty  on  the  cloths  was 
added  to  reimburse  the  expenses  to  the  manu&cturer  of  carry- 
ing the  internal  taxes,  the  duties  on  the  wool,  drugs,  and  other 
materials  used  in  manu&cture,  and  to  furnish  the  required 
protection.  Both  classes,  recognizing  fully  the  correctness  of 
the  principle  on  which  the  tariff  law '  was  based,  declared  that 
the  minimum  rate  of  duiy  actually  paid  on  the  class  of  wools 
most  directly  competing  with  our  own  had  been  less  than  five 
cents  per  pound  instead  of  six,  as  intended  by  the  law.  They 
therefore  recommended  that  a  provision  be  inserted  in  the 
tariff  law,  requiring  all  the  fine  wools  to  be  subjected  to  a 
duty  of  not  less  than  ten  cents  per  pound  and  ten  per  cent 
ad  valorem,  and  that  manufactures  composed  wholly  or  in 
part  of  wool  or  worsted  should  be  subjected  to  a  duty  equal  to 
twenty-five  per  cent  after  reimbursing  the  amount  paid  on 

^  ''It  was  not  devised  to  cover  np  the  duty,  or  to  conceal  its  magnitude, 

but  as  the  best  and  only  practicable  means  to  give  a  duty  compensatory  of 

that  on  wool, — a  duty  which  could  be  easily  made  specific,  because  the 

terms  upon  which  it  was  based  were  fixed  and  well  known, — and  to  give  a 

further  protective  duty  to  the  manufiicturer,  which,  in  consequence  of  the 

infinite  variety  and  varying  prices  of  the  goods,  making  purely  specific 

duties  impossible,  nyist  necessarily  be  ad  vahnm,**    Extract  firom  remarks 

of  Mr.  Hayes  on  the  SyHtem  of  Compound  Duties  before  the  Tariff  Com- 

mlflrioQ.    12  Bulletin  of  AflBodation  of  Wool  Manufl,  p.  435. 
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account  of  duties  on  wool,  dye-stufis,  and  other  imported 
materials  used  in  such  manufactures,  including  all  internal 
revenue  taxes. 

The  wool  growers  and  manufacturers  had  learned  from 
former  experience  that  neither  class  could  expect  to  thrive  at 
the  loss  of  the  other ;  so  the  matter  of  adjustments  was  left  to 
a  joint  executive  committee,  who  made  the  recommendatioiiB 
mentioned.  Henry  S.  Randall,  R.  M.  Montgomety^  and 
tliree  others  represented  the  wool  growers,  and  E.  S.  Bigelow, 
T.  S.  Faxton,  Edward  Harris,  and  four  more,  the  manu&o- 
turers.  The  tariff  schedule,  which  was  the  final  outcome  of 
this  convention,  was  incorj)orated  into  the  tariff  bill  recom- 
mended by  the  revenue  commission,  and  which  failed  to  paa& 
Shortly  afterward  it  was  separated  from  the  general  bill,  in- 
troduced, and  became  a  law." 

Wool  was  divided  uito  three  classes— carpet,  clothing,  and 
combing  wool.  The  duty  on  the  first  class  was  fixed  at  three 
cents  a  pound,  if  costing  twelve  cents,  or  less,  and  doubled,  if 
costing  more  than  that  figure.  As  this  class  of  wool  was  not 
much  grown  in  ourcountr}'  at  tliat  time,  tlie  duty  was  put  at  a 
comparatively  low  rate.  On  other  clas.sos  were  to  be  paid,  if 
costing  thirty-two  cents  a  pound,  or  lass,  a  duty  of  ten  cents 
per  jK)und,  and  eleven  per  cent  ad  valorem,  and,  if  costing 
more  than  tliirty-two  cents,  twelve  cents  per  j)Ound,  and  ten 
per  cent  ad  valorem, 

The^sc  rates  did  not  appear  to  ho  much  liigher  than  the  old 
ones,  but  by  re-armnging  tlie  clas.-ification,  a  large  amount  of 
wool  was  subjected  to  a  lieavier  rate  than  before.  This  led  some 
manufadurers  to  complain  of  the  tariff,  notably  Edward  Harris, 
one  of  the  most  prominent  woolen  manufacturers  in  the  countiy. 
*  Act,  March  2, 1867,  39  C«ng^  second  sesstion,  chap.  197. 
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On  woolen  goods  a  compound  duty  was  levied,  composed  of 
three  parts :  first,  fifty  cents  a  pound  to  reimburse  the  duties 
paid  on  wool,  dye-stuffs,  and  charges  for  carrying  the  duty ; 
twenty-five  per  cent  ad  valorem,  which  was  intended  for  pro- 
tection ;  and  ten  per  cent  more,  which  was  to  off-set  the  internal 
revenue  tax.  On  carpets,  and  dress  goods  for  women  and  chil- 
dren, the  specific  duty  was  levied  on  the  square  yard  instead 
of  the  pound,  but  the  mode  of  ascertaining  it  was  the  same. 

Thus  the  woolen  manufacturers  who  were  in  greater  danger 
than  any  large  manu&cturing  class,  at  the  close  of  the  war, 
had  strengthened  themselves  somewhat  against  foreign  com- 
petition. The  cotton  manufacturers  stood  on  more  secure 
ground,  while  the  iron  manufacturers  could  hopefiilly  look  to 
the  building  of  railroads  which  had  been  n^lected  during  the 
war  for  the  employment  of  their  plant. 

With  the  reduction  of  the  internal  revenue  taxes  many 
expected  a  corresponding  paring  down  of  duties  on  imports. 
In  18G7,  a  bill  was  introduced,  prepared  by  David  A.  Wells, 
at  the  request  of  the  secretary  of  the  treasury,  reducing  the 
duties  on  raw  materials,  and,  to  some  extent,  those  on  manu- 
factured articles.  A  careful  re-arrangement  was  made  of  the 
rates  on  spices,  chemicals,  dyes,  and  dye-woods.  A  great  deal 
of  labor  was  spent  on  the  bill,  the  two-fold  design  of  which 
was  to  reduce  the  duties  somewhat,  and  to  make  a  simpler  and 
more  intelligent  classification.  It  was  passed  by  the  Senate,  by 
a  vote  of  twenty-seven  to  ten,  as  an  amendment  to  a  bill  which 
had  passed  the  House,  and,  afterward,  by  a  majority  of  the 
House,  but  not  getting  a  majority  of  two-thirds,  did  not 
become  a  law. 

Although  bills  for  reducing  the  tariff  were  introduced  at 
every  session,  and  the  old  arguments  aft;er  a  little  fyrbishing 
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were  repeated,  nothing  was  done.  If  higher  duties  were  im- 
posed to  get  a  larger  revenue,  and  also  to  secure  the  Amerioan 
manufacturer  against  the  eiTects  of  internal  taxation,  and  the 
former  thing  was  no  longer  desired,  and  the  internal  taxes 
had  been  re(Uiced  or  repealed,  why  were  not  the  duties  revised 
and  lessened?  Because  com})etition  was  so  sharp  amoi^ 
American  manufacturers  that  no  good  was  likely  to  be  gained 
by  reducing  them.  The  consumer  had  no  reason  to  expect 
lower  prices  if  this  were  done.  While  prices  were  maintained, 
and  even  advanced  on  some  things,  until  the  depression  of 
1873,  on  most  the  trend  was  downward,  and  so  there  Mras  not 
that  keen  interest  in  the  subject  that  would  have  existed  had 
manufacturers  used  the  tariff  to  enrich  themselves  at  the  public 
loss.  Nearly  the  whole  period  after  the  close  of  the  war  was 
a  trying  one  with  them  to  maintain  their  ground.  There 
were"  special  industries,  it  is  true,  which  were  very  profitable, 
ibut  the  period  of  sudden  fortunes  had  passed  away.  The 
people  knew  this,  and  most  of  them  were  content.  Barely 
did  they  petition  Congress  for  a  reduction  of  the  tariff^  or 
complain  througli  the  newspajiers.^  The  subject  occupied 
only  a  small  place  in  party  platforms,  particularly  in  those  of 
the  Republican  party,  and  agitation  was  mainly  confined  to 
college  professoi-s  who  taught  j)olitical  economy,  and  the  doily 
newspajMir  writer,  who,  when  times  were  dull,  and  exciting 
themes  few,  could  always  fall  back  on  this  subject  for  a  column 
with  a  kind  of  hardened  serenity,  that,  if  not  presenting  the 
faintest  new  gleam  of  truth,  he  was,  at  least,  doing  his  duty 
in  keeping  the  lamp  trimmed  and  burning  for  persons  of 
imjKirfect  sight. 

'  Petitions  for  a  reduction  of  duties  were  singularly  few  until  1872.    See 
House  and  Senate  Mis.  Docs. 
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In  1870*  the  duties  on  tea,  coffee,  wines,  sugar,  molasses, 
and  spioes  were  lessened.  A  reduction  was  made  on  pig  iron 
from  nine  to  seven  dollars  a  ton,  which  was  similar  to  the  in> 
ternal  tax  that  had  been  repealed  four  years  before.  Some 
articles  were  put  on  the  free  list.  On  the  other  hand,  the 
duty  on  marble  was  advanced,  and  also  on  steel  rails  to  twenty- 
eight  dollars  per  ton. 

There  was  one  person  at  this  time,  Mr.  David  A.  Wells, 
who  tried  to  show  that  the  tariff  should  be  reduced  not  only 
for  the  benefit  of  the  people,  but  for  the  special  benefit  of 
the  manufacturers  themselves.  He  was  special  commissioner 
of  revenue,  and,  as  a  consequence  of  his  official  position  and 
the  numerous  and  interesting  iSacts  gathered  by  him,  the  de- 
ductions in  his  four  annual  reports  received  wide  attention. 
He  was  impressed  with  two  facts :  first,  that  the  wealth  of  the 
country  had  had  a  seemingly  fabulous  development ;  and,  sec- 
ondly, that  it  was  very  unequally  divided.  He  was  unpleas- 
antly surprised  to  learn  that  while  the  rich  were  becoming 
richer,  the  poor  were  becoming  poorer.  This  state  of  things 
had  long  existed  in  the  Old  World,  and  particularly  in  Great 
Britab,  where  wealth  had  increased  faster  than  in  any  other 
European  country,  but  the  correctness  of  the  application  of  that 
phrase — ^which  had  been  correctly  applied  elsewhere — ^to  the 
industrial  condition  of  the  United  States  was  widely  questioned. 
No  statement  of  the  kind  had  ever  been  made  before  which 
caused  a  shock  so  cold  and  unwelcome. 

The  conclusion  was  of  profound  importance,  especially  in  a 
oonntiy  having  no  recognized  non-employed  class,  and  where 
the  claims  and  interests  of  labor  and  of  the  poor  from  the 
first  have  been  so  kindly  regarded. 

^  Ad,  July  14|  41  Cong.,  second  session,  chap.  255. 
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Mr.  Wells  referred  "the  inequality  in  the  distribution  of 
our  aunual  product  ...  in  no  small  degree  ...  to  artificial 
caascs/'  namely,  an  inconvertible  paper  money,  and  the  infln- 
euce  of  taxation,  direct  and  indirect,  on  the  cost  of  domestic 
production,  and  consequently  on  the  ability  of  the  countiy 
to  exchange  with  foreign  nations  on  terms  of  equality.* 

That  many  persons  within  a  short  period  had  become  ridi, 
and  that  many  who  were  rich  in  the  same  period  had  become 
richer,  could  not  be  denied ;  but,  was  the  assertion  true  that 
the  poor  had  grown  poorer?  The  assertion  thus  put  forth  in 
Ills  thinl  report  was  amplified  and  more  fully  explained  in  his 
fourth  and  last,  and  in  that  did  not  appear  so  harsh  or  ques- 
tionable. Nevertheless,  it  kindled  a  fierce  controversy.  He 
presented  some  evidence  which  showed  that  more  persons 
lived  in  a  house  in  Massachasetts  in  1868  than  in  1861 ;  that 
the  average  domestic  consumption  of  cotton,  woolen  goodsy 
boots  and  shoes,  coal  and  lumber,  had  not  been  maintained ; 
that  the  advance  in  the  salaries  or  income  of  clergymen,  teach-- 
crs,  and  other  professional  men,  as  a  general  rule,  had  advanced 
since  1861,  but  not  as  much  as  the  prices  of  wmmodities ;  and 
that  the  returns  of  the  savings  banks,  though  much  larger 
than  formerly,  furnishwl  no  disproof  of  his  assertion  when 
j)roporly  ox[)laincd.  If  the  natuml  aixias  of  plants  be  a  highly 
coniplimtod  subject  to  dctorniino,  the  causes  of  the  unequal 
distribution  of  wcaltli  wore  luinlly  less  so,  and,  after  a  very 
brief  investigation,  to  conclude  that  the  existing  distribution 

*  Fourth  K<?iM>rt,  j).  1^9.  This  Re|)ort  w:is  examined  and  severely  criti- 
ciz-i'd  bv  the  raajnritv  of  the  Comniittei-  on  Manufactures.  Thevsay.  "The 
fuet  is  iK>tent  to  aU,  that  the  general  ])ro8|K'rity  of  tlie  people  during  the 
past  ten  years,  notwithstanding  the  drain  of  a  great  war,  haB  been  most 
inarvellous  and  wholly  unprecedented.'' 
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could  be  explained  by  the  operation  of  two  causes,  taxation  and 
an  irredeemable  paper  currency,  should  cause  as  much  skepti- 
cism concerning  its  truth  as  would  the  announcement  after  an 
equally  hasty  investigation  of  the  plant  life  of  the  globe,  that 
it  is  caused  wholly  by  the  chemical  power  of  the  solar  rays. 

With  every  successive  report,  Mr.  Wells  increased  the  stress 
of  his  argument  that,  in  the  producing  and  distributiug  of 
wealth  all  classes  of  persons  were  taxed  for  the  benefit  of 
the  manufacturer.  After  showing,  in  his  final  report,  how 
the  gains  of  the  producers  had  been  transferred  in  several 
stages  of  society  to  the  non-producing  classes,  he  says,  "  We 
come  now  to  the  fourth  stage  of  society,  where  the  grosser 
methods  of  transferring  property  diminish  and  cunning  comes 
in  to  take  their  place.  This  is  the  stage  we  now  occupy. 
We  have  advanced  no  further,  and  have  yet  no  laws  to  pre- 
vent transfers  of  property  by  cunning,  artifice,  and  trickery. 
The  unproductives  are  still  animated  by  their  ancient  spirit, 
and  being  the  chief  makers  of  the  laws  and  institutions  for 
the  protection  of  labor  and  ingenuity,  the  increase  of  products 
and  the  exchange  and  transfer  of  property,  they  shape  all  their 
devices  so  cunningly,  and  work  them  so  cleverly,  that  they, 
the  non-producers,  continue  to  grow  rich  faster  than  the  pro- 
ducers. Whoever  at  this  day  watches  the  subject  and  course  of 
liquidation,  and  appreciates  the  spirit  of  the  laws,  cannot  fail 
to  perceive  how  more  and  more  the  idea  of  transfer  of  the 
surplus  product  of  society,  and  the  creation  of  facilities  for  it, 
available  to  the  cunning  and  quick  as  against  the  dull  and  slow, 
has  come  to  pervade  the  whole  fabric  of  that  which  we  call 
government ;  and  how  large  a  number  of  the  most  progressive 
minds  of  the  nation  have  been  led  to  accept  as  a  ftmdamental 
truth  in  political  doctrine,  that  the  best  way  to  take  care  of 


456      FINANCIAL  HISTORY  OP  THE  UNITED  STATES.      [1«70. 

the  many  is  to  oommenoe  by  tnking  care  of  the  few ;  that  all 
which  is  necessary  to  secure  the  well-being  of  the  workman 
is  to  provide  a  satisfactory  rate  of  profit  for  his  employer/'  * 
Then  he  puts  underneath  this  statement  a  singularly  thin 
layer  of  &cts.  The  glaring  defect  in  Mr.  Wells's  exposition 
of  the  unequal  distribution  of  wealth  is  its  incompleteness.' 
Having  found  two  causes  for  it,  taxation  and  an  inconvertible 
paper  currency^  he  stops,  thereby  creating  the  impression  that 
he  had  gone  to  the  bottom  of  the  subject  This  was  a  grave 
error.  No  doubt  the  tariff  had  contributed,  to  some  d^ree, 
in  causing  inequalities  in  the  distribution  of  wealth;  and  the 
paper  money,  during  the  period  of  the  readjustment  of  prices, 
many  more.  Had  the  tariff  accomplished  only  this,  to  tax  the 
man^  for  the  benefit  of  the  few,  it  would  not  have  lived  long. 
Mr.  Wells,  however,  left  wholly  out  of  sight  other  persons, 
beside  manufacturers,  who  acquire  and  retain  wealth,  and,  by 
doing  so,  wrongly  interpreted  the  facts  of  our  recent  indus- 
trial history. 

It  will  suffice  our  purpose  to  divide  wealthy  persons  into 
the  following  classes :  (1)  those  who  possess  inherited  wealth  ; 
(2)  or  have  gained  it  principally  by  accident,  like  miners 
and  the  owners  of  land  that  has  risen  largely  in  value ;  (3) 
or  have  acquired  fortunes  in  trade ;  (4)  or  have  acquired  it 
through  the  assistance  afforded  by  tax  or  patent  laws ;  (5)  or 
have  acquired  ill^al  fortunes  through  unlawful  speculation, 
stock  watering,  abuse  of  trusts,  the  perversion  of  corporate 
interests  for  private  gain,  and  the  like.  Of  the  enormous 
fortunes,  many  of  them  belong  to  the  fifth  class ;  while  those 

*  Fourth  Report,  p.  39. 

'  Examination  of  Statements  in  the  Report  of  Special  Com.  of  Revenae, 
House  Report,  No.  72,  41  Cong.,  second  session. 


1870.1 


TAXATION  OF  DIPOBTB. 


457 


of  the  third  class  are  very  numerous.  Those  of  the  fourth 
class,  which  inclnde  tlie  raauufacturers,  are  doubtless  neither 
so  numerous  nor  so  lai^  as  others.  If  these  facts  be 
correct,  why  did  Mr.  Wells  single  out  the  nionufuctiirers  and 
hold  them  up  to  the  eondemuation  of  the  world  m  the 
"cunning"  getters  of  wealth  through  the  operation  of  law? 
Why  did  he  leave  wholly  out  of  sight  those  who  had  accumu- 
lated vastly  more,  and  whose  ojK;rationB  had  been  far  more 
wide-spread  and  gigantic  in  causing  that  nnetjual  distribution 
of  wealth  of  which  he  complained  ?  Was  his  mind  so  eora- 
pletely  filled  with  the  doings  of  the  manufacturers  as  to  shut 
out  wholly  the  conduct  of  the  specnlatore,  the  railroad  kings, 
the  great  trading  princes,  the  fortunate  gold  and  silver  miners, 
the  finders  of  oil,  and  that  large  unnamed  number  who  had 
acquired  fortunes  in  a  thousand  ways  outside  the  operation  of 
tax  or  patent  laws?  One  would  suppose  from  reading  hia 
reports  that  if  tlie  manu&cturei^  had  not  acquired  their  wealth, 
he  would  not  have  been  confronted  with  the  great  problem  of 
the  UQef|Ual  distribution  of  wealth.  This  certainly  would 
have  been  a  mistake  of  the  first  magnitude  ;  for,  if  tlie  manu- 
facturers had  not  existed,  the  other  holders  of  wealth  were  in 
the  land,  and  while  the  incc|uality  would  not  have  b«ai  quite 
as  great  with  the  disappearance  of  any  class  of  wealthy  men, 
yet  the  absence  of  the  wealth  accumulated  by  manufacturers 
would  have  reduced  tliat  inequality  less  than  the  absence  of 
the  wealth  of  almost  any  other  class. 

The  question  may  be  asked,  If  the  tax  Ia«-s  were  the 
admitted  cause  of  this  ine<iuality  to  some  extent,  why  not 
abolish  or  modify  them  so  as  to  prevent  it  ?  An  explanation 
ia  needful  before  answering  the  question.  Admitting  that  the 
tariff  has  been  the  cause  ofanexceeeiveaccumulation  of  wcoltli 
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in  some  cases,  such  has  not  been  the  effect  with  eveiy 
who,  under  the  protection  thus  granted,  has  engaged  in  nuiniH 
facturing.  The  entire  shore  of  manu&cturing  enterprise  is 
thickly  strewn  with  industrial  wrecks.  More  enterpiiaeB 
have  succeeded  in  the  last  twenty-five  years  than  in  any  other 
period  of  equal  length  ;  but  whoever  estimates  the  profits  of 
manufacturers  by  short  periods  is  sure  to  reach  a  wrong  oon- 
elusion.  If  their  profits  are  great  at  some  seasons,  their  losses 
are,  perhaps,  as  great,  or  greater,  at  others.  Mr.  Wells  himself 
in  one  of  his  rejwrts,  very  accurately  depicts  the  course  of  pros- 
perity and  decadence  through  which  they  have  often  gone. 
A  proper  estimation  of  their  wealth  must  extend  over  a  long 
period;  and,  thas  regarded,  the  manufacturers  who  can  be 
singled  out  as  having  taken  advantage  of  the  tariff  laws  to 
acquire  enormoas  private  gains  are  few.  It  will  be  admitted 
that  there  are  many  who  posse^fs  a  fair  amount  of  wealthy  bnt 
surely  thoy  are  not  to  be  condemned  when  they  have  made 
it  l(^lly,  nor  is  the  system  necessarily  under  which  ihey  have 
made  it,  nor  the  goverumcut  under  whose  protection  it  is 
retained.  Those  who  are  industrious  and  sagacious,  and 
who  do  more  through  natural  or  proi)erly  acquired  endow- 
ments than  others  to  crexitc  wealth,  ought  to  be  permitted  to 
rtjtain  it.  Society  d<xjs  not  rclx*l  at  this  proiM>sition.  Society 
rebels  over  the  enormous  fortunes,  the  gixiat  landed  estates^ 
the  using  of  the  government  for  individual  gain  by  tlie  loss  of 
a  larger  number.  We  should  not  overlook  the  fact  that 
many  of  the  fortunes  of  nianufacturei's  are  founded  on  the 
protwtion  aHoixled  by  the  patent  laws.  This  is  especially  true 
of  manv  of  the  w^ealthiest.  The  successful  manufiicturers  of 
textile  fabrics  have  jK'rhaps  been  less  aided  in  this  way  than 
any  other  large  class  of  manufacturers.     Their  products,  have 
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not  possessed  enough  novelty  to  secure  the  protection  granted 
by  the  patent  law.  Many  kinds  of  metallic  products,  how- 
ever, and  those  of  wood,  paper,  rubber,  etc.,  have  had  such 
protection.  After  the  baser  elements  have  been  separated 
from  iron,  copper,  lead,  and  other  ores  they  have  entered 
very  generally  into  the  composition  of  patented  articles.  The 
word  patent  is  seen  on  a  very  large  number  of  the  articles  we 
buy.  It  is  seen  on  nearly  all  agricultural  implements,  on 
numerous  kinds  of  hardware,  on  almost  all  kinds  of  machinery. 
It  is  quite  impossible  to  distinguish  between  the  protection 
thus  granted  and  that  by  the  tariff  with  respect  to  profits. 
The  profits  of  steel  rail  manufacturers,  which  for  a  short 
period  were  large,  accrued  chiefly  from  the  protection  granted 
by  their  patent.  Had  none  existed,  others  would  have  rushed 
into  the  business,  and  the  profits  would  have  quickly  melted 
away.  To  the  manufacturers  whose  success  depended  chiefly 
on  the  protection  of  the  patent  law,  the  tariff  has  operated  to 
diminish  their  gains,  by  increasing  the  cost  of  things  used  by 
them  in  their  particular  manufacture.  In  such  cases,  the 
tariff  has  acted  as  an  equalizer  instead  of  a  protector  to  the 
manufacturer.  Keeping  these  limitations  in  mind,  the  tariff 
has  not  been  often  used,  compared  with  its  general  and  long- 
continued  use,  to  acquire  those  great  fortunes  which  are  re- 
garded by  society  with  much  solicitude. 

Returning  now  to  the  question  why  should  not  the  tariff 
have  been  so  modified  as  to  prevent,  if  possible,  the  accumu- 
lation of  great  fortunes  when  such  effects  were  discovered, 
we  answer,  it  certainly  should  have  been.  These  are,  however, 
merely  blotches  on  the  picture,  and  not  the  picture  itself. 
Before  pointing  them  out,  a  fiirther  answer  must  be  made  to 
give  oompletenesB  to  the  above  inquiry. 
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If  our  .system  of  taxation  had  been  so  radically  changed 
that  persons  could  no  longer  have  accumulated  fortunes  under 
the  smile  and  protection  of  the  government^  would  the  nnftyial 
distribution  of  wealth  have  1)een  stopped?  Certainlj  not, 
but  traasferre<l  to  manufacturers  on  the  other  side  of  the  sea. 
They  would  have  reaped  the  profits,  and  the  American  people^ 
in  the  aggr^ate^  would  have  been  much  poorer  than  they  are. 
The  relative  inequality  of  wealth  would  have  been  less;  the 
poor  would  have  l)ecn  e([ually  poor,  and  probably  poorer,  and 
the  rich  manufacturers  would  have  been  unknown.  Mr. 
Wells's  argument  is  saturated  with  the  idea  that  the  wealth  of 
the  manufacturer  was  extracted  from  the  people ;  that  they  were 
poorer  to  that  extent,  when,  in  truth,  the  wealth  of  the  manu- 
facturers was  an  additional  creation,  and  which,  if  not  created 
by  them,  would  have  been  createil  by  manufacturers  in  other 
countries.  If  prices  had  been  lower,  witli  no  protective  lawa^ 
then  the  foreign  manufacturer  would  have  made  less,  and  the 
consumer  would  have  had  more,  assuming,  of  course,  the  pro- 
duc-tion  of  the  same  quantity  in  either  case.  What  reason, 
thougli,  have  we  to  supix>se  that  the  prices  would  have  been 
lower?  Is  not  the  foreign  manufacturer  intent  in  getting  all 
\w,  can  ?  And  if  the  American  consumer  could  pay  it  to  the 
Americsm  manufacturer,  why  could  he  not  jmy  it  to  the  foreign 
one?  and,  if  he  could,  what  reason  have  we  for  supposing  the 
foivijrn  manufacturer  would  have  asked  less?  Would  he  have 
ap[)lietl  a  higher  cxxle  of  ethics  in  dealing  with  the  American  con- 
sumer than  the  Ameriisin  manufacturer  has  applied?  Would 
ho  have  n'gardcHl  America  as  a  land  wherein  to  exercise  charity 
by  remitting  a  {wrtion  of  his  gains?  Whatever  eagerness 
the  American  manufa(?turer  may  have  shown  in  improving 
his  condition,  foreign  manufacturers,  at  all  times,  have  exer- 
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cised  as  much  diligence  and  unscrupulousness.  They,  certainly, 
are  not  superior  in  moral  virtues,  in  charity,  nor  are  they 
less  zealous  in  money  getting.  It  is  assumed  by  those  main- 
taining  the  opposite  view  that  competition  would  have  r^u- 
lated  the  matter,  but  competition  between  producers  in  the 
same  country  for  a  foreign  market  is  a  very  different  thing 
from  competition  in  a  country  where  both  consumers  and  pro- 
ducers live.  Moreover,  competition  is,  by  no  means,  the  final 
law  of  trade  in  any  country,  or  between  countries. 

Persons  generally  pursue  the  policy,  which,  immediately  or 
prospectively,  will  be  the  most  profitable ;  if  this  be  competi- 
tion, they  will  compete;  if  combination,  they  will  combine; 
and  often,  when  competing,  the  object  is  to  destroy  the  weaker 
competitors,  in  order  to  make  combination  possible. 

What  would  have  happened  if  protection  had  not  been 
adopted  is  the  battle-ground  between  the  two  sides  to  the  con- 
troversy. Briefly  stated,  the  protectionist  maintains  that  the 
consumer,  under  the  protective  system,  though  paying  higher 
prices  in  the  beginning,  is  now  paying  for  many  things  much 
lower  ones  than  if  he  had  not  been  supplied  at  home,  beside 
gaining  other  most  desirable  advantages.  The  free-trader,  on 
the  other  hand,  maintains  that  prices  would  have  been  lower 
in  the  banning,  with  an  equally  strong  assurance  of  their 
remaining  so,  if  the  government  had  not  interfered. 

Thus  viewing  the  question,  how  is  an  absolute  answer 
possible?  The  question  is  one  of  conduct.  Mr.  Wells 
showed  particularly  that  when  the  protection  to  woolen 
manu&cturers  was  so  large  that  tempting  profits  were  ex- 
pected, new  &ctorie8  were  built,  production  was  enlarged,  and 
prices  &11  to  a  low  point  The  excessive  profits  made  in  the 
beginnix^  were  lost  in  the  end,  so  that  the  unequal  distribo- 


462      FTSANaAL   HI??TORY  OF  THE   tAlTia>   STATB8-      [ISM. 

tion  of  wealth  among  thorn  did  not  last  long.     He  dunrad 
ven"  truly  tliat  these  elevations  and  depressions  are  not  good 
for  soeiety,  but  they  have  always  happened,  and  are  not  di- 
minishing in  uumlier  nor  intensity.     Xor  are  they  confined 
to  our  cuuntn*,  but  pervade  everywhere.     They  seem  to  be 
the  inevitable  accompaniment  of  our  modem  industrial  civili- 
zation.    In  railnxiil  building,  which  is  not  protected  in  the 
least  by  the  State,  but  free  as  the  Mississippi,  the  most  gigan- 
tic over-pnxluction  has  taken  place,  succeeded  by  costly  de- 
pressions.    With  res[)ect  to  those  caused  by  the  tarifi^  they  are 
not  so  numerous  nor  prolonged  as  formerly,  like  the  narrower 
arc  of  the  winter's  sun.     It  must  be  remembered,  too,  fhat 
these  times  of  depression  are  mighty  levelers  of  the  world's 
wealth.   Regarding  our  protected  industries  during  long  periods 
of  time,  and  keeping  clearly  in  view  the  depressions  they  have 
en(X)untere(l,  the  dispersion  of  the  large  gains  in  unprosperous 
times,  the  balance  left  to  the  manufacturer  has  not  been  large. 
Society  probably  would  have  been  better  off  had  these  gains 
been  more  e<[ual.     Can  it  lx>  shown,  however,  that  American 
s(K'ii'ty  would  have  Ixniu  bet  lei'  off  without  these  gains,  and 
would  tliey  have  becfu  a(H|uired  without  a  protective  system? 
Finally,  it  may  be  iiujuircKl,  if  the  poor  became  poorer,  was 
not  tlie  fault  in  many  eases  their  own  ?     If  they  did  not  put 
so  much  money  into  the  savings  banks,  was  not  the  reason  be- 
ciinse  they  (»ln.»se  to  s|X'n(l  more.     Why  have  so  many  manu- 
faetureiv  risen  al.)ove  tlu'ir  fellows?     Not  because  they  started 
alx)ve  them  in  the  raei",  but  were  more  industrioas  and  saving. 
The  con(litit)n  of  the  wurkingmen  compared  with  the  condition 
of  tlu>so  in  other  i\)untries  is  far  Ix'tter  in  many  r^ards,  yet 
could  Ix^  givatly  improvinl  by  a  wiser  use  of  what  they  have. 
Because  thev  have  not  made  the  best  use  of  their  means  should 
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not  be  charged  to  the  tariff  any  more  than  to  the  absence  of  the 
Rocky  Mountains  along  the  Atlantia  If  they  did  not  save  in 
many  cases^  their  surplus^  after  supplying  necessary  wants^ 
what  reason  have  we  to  suppose  they  would  have  saved  their 
surplus  had  it  been  larger? 

The  discussion  of  the  tariff  would  have  been  narrowed  and 
brought  nearer  to  a  point  if  several  considerations  had  been 
regarded  and  admitted.  First,  that  the  producers  who  have 
sought  to  establish  and  maintain  a  tariff  have  done  so  prima- 
rily  to  make  money  for  themselves;  second,  that  those  en- 
gaged in  business  who  have  opposed  a  tariff  have  done  so  be- 
cause the  opposite  policy  would  be  more  profitable  to  them- 
selves ;  third,  that  protection  in  the  beginning  meant  higher 
prices  to  some  extent,  and  that  the  more  widely  protection  was 
extended,  the  higher  must  be  the  prices  or  the  less  must  be  the 
protection.  When  all  interests  are  protected,  the  advance  is  so 
great  as  to  jeopardize  all ;  when  protection  has  stopped  mid- 
way, dissatis&ction  has  sprung  from  the  real  or  seeming  im- 
partiality. Too  often  certain  protected  interests  have  hesitated 
to  accord  the  protection  desired  by  others,  well  knowing  that 
to  do  this  would  put  their  own  business  in  jeopardy.  The 
wool  tariff  of  1867  did  raise  the  rates  on  fine  wool  to  such  an 
extent  as  to  undermine  the  profit  of  the  woolen  manufiicturers 
using  fine  wools,  and  led  Ed^vard  Harris,  one  of  the  most 
prominent  and  successful  among  them,  to  conclude  that  he 
would  be  better  off  without  any  tariff  on  wool  or  his  manu- 
&ctures  than  he  was  under  the  existing  system.  He  was 
struck  by  many  a  thunderbolt  of  criticism,  yet  we  know  no 
reason  why  a  man  should  be  condemned  for  exercising  wisdom 
in  his  own  generation. 

Eliminating  tiiese  elements,  the  subject  is  somewhat  aim- 
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plified,  and  it  may,  we  think,  be  correctly  aaid  that  the  i 
fiuiarer  at  all  times  has  desired  primarily  tlie  establishing  and 
niftintftining  of  protective  laws  in  order  to  make  money,  not: 
neoeeearily  a  great  fortune,  yet  enough  to  justify  the  risk 
undertaken,  while  the  question  for  Congress  has  been  to  what 
extent  oonid  such  laws  be  made  in  the  interests  of  the  people. 
The  free-trader  has  maintained  that  the  profits  of  tlie  rnanu* 
fiifitarer  were  a  "  tax,"  and  which  ought  not  to  be  levied,  and 
tliat  in  exchanging  both  ])arties  gain,  otherwise  they  would 
not  exohangc.  In  every  exchange  both  persons  are  gain»«, 
yet  it  is  of  the  utmost  conse<juence  to  human  happiness  and 
wel&te  who  gaiua  the  most.  Although  the  man  who  give* 
five  dollars  for  a  bread-fruit  to  keep  himself  from  starnng  ig 
the  guner  by  the  exchange,  he  does  not  gain  so  much  as  th« 
man  who  pays  five  rents  for  one  ;  and  if  each  has  a  hundred 
dollars  and  can  buy  only  bread  frnit,  the  one  will  have  a  miiolt 
better  chance  to  continue  his  earthly  existence  than  tiie  otiier. 
If  the  American  people  had  concluded  to  depend  on  the 
unselfishness  of  the  foreign  manufacturer,  the  Btning  prob- 
ability is  that  our  gain  would  not  have  been  great  enon^  to 
leave  a  surplus  wherewith,  if  we  chose,  we  oould  eieat  mana- 
iactures  to  compete  with  him.  The  example  of  Turkey  fa 
the  more  probable,  where  the  British  manufactoier  has  ^iaed 
everything,  and  the  Turks  have  nothing  left.  The  Turka 
were  gaining  all  the  while,  of  course ;  otherwiee  they  would 
not  have  exchanged.  Yet  paradoxical  as  the  remark  may 
be,  the  more  they  exchanged  the  poorer  they  became. 

The  test  by  which  protection  geneially  has  been  tried  ia 
that  of  price.    If  protection  increased  prices,  it  was  to  be  oon- 
demned ;  if  likely  to  rednoe  them  in  the  end,  protectioi 
have  justified  the  adi<m  of  the  State.    The  aoondnei 
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test  may  be  questioned.    The  Old  World  had  a  surplus  of 

capital  and  population,  and  the  United  States  an  abundance 

of  land  and  other  natural  agents ;  and  if,  as  a  consequence  of 

introducing  the  protective  system,  laborers  have  been  attracted 

to  this  country  more  rapidly  than  they  would  otherwise  have 

come,  and  their  condition  has  been  improved  by  coming,  then 

protection  is  justified  with  respect  to  them.     That  the  laborers 

are  better  off  is  proved  conclusively  by  the  fact  that  they  are 

coming  in  ever-increasing  numbers.     Why  do  the  poor  of 

Great  Britain  and  other  countries  flee  to  the  United  States 

if,   as   a   consequence   of  so   doing,  they   become  poorer? 

Nevertheless,  the  wave  of  immigration  is  constantly  rolling 

higher  and  shows  no  signs  of  subsiding.     The  feet  is,  their 

condition  is  immensely  improved,  and  every  new-comer,  when 

fairly  settled,  begs  his  friends  on  the  other  side  to  follow. 

On  this  dass  surely  the  arguments  of  the  free-trader  have 

fallen  as  lightly  as  the  snows  on  the  mountain  tops.    This 

long-continued  migratory  movement  toward  our  shore  is  the 

grandest  transformation  scene  the  world  has  ever  beheld. 

Moreover,  the  prices  at  which  producers  sell  and  at  which 

consumers  buy  are  often  fer  apart.     In  the  purchase  and  sale 

of  products  by  the  middleman,  he  has  looked  as  sharply  after 

his  profits  as  the  manufacturer  has  aft;er  his  own.    The 

middleman  has  not  intentionally  missed  an  opportunity  to 

swell  his  gains.    The  prices  of  manufacturers  have  been 

lessened  on  many  an  occasion  without  lessening  those  paid 

by*  the  consumer.    Surely  the  tariff  is  not  the  cause  of  this 

condition  of  things.    During  times  of  depression,  especially, 

when  prices  are  felling,  the  reductions  of  middlemen  very 

generally  do  not  correspond  to  those  obtained  by  th^nselves. 

One  xeaaon  may  be  that  their  losses  are  heavier  from  creditor 

80 
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pordiaBa^,  and  it  is  necessar)'  to  stick  more  closely  to  ihc  o 
prices  to  e,«;ajie  bankruptcy.     Whatever  the  causes  for  tlia^ 
oondnct  may  be,  the  fact  is  unanswerable,  and  should  not  \ 
omitted  in  tracing  the  effects  of  tariif  legislatioa. 

Had  dcpeodetice  on  Europe  been  the  (%tablisbed  policy,  i 
■hoold  not  have  developed  our  great  mineral  resourocH ;  m 
ahoold  not  have  had  many  railroads,  nor  accumulated  muda 
Tealtli,  nor  would  the  settlement  of  the  country  probably 
have  gone  far  beyond  the  AUeghenies.  \\Tiether  the 
li<Hi0  of  foreigners  settled  tliroughout  this  country  to-day  a 
in  a  better  ooudition  than  they  would  be  if  living  in  j 
oveiwjroTtded  countries  of  Euroi)e,  it  seems  to  lis  is  the  I 
test  to  apply  to  them  to  determine  whether  the  existing  p 
is  justified ;  and  with  regard  to  the  Ameriaius,  while  I 
ooudilion  would  liave  been  vcrj-  dififerent,  jjossessing  not  mui 
wealth,  and  yet  having  other  compensationfl,  the  belief  a 
tmnly  is  very  general  that  they,  too,  are  better  off  than  tftgr 
would  have  been  had  the  other  policy  prevailed. 

The  tariff,  in  truth,  is  not  a  tax,  but  a  loan  made  by  dmaa 
having  more  to  the  less  &vored,  and  on  whicih  the  leidfln 
have  received  generous  dividends'  which  will  be  larnlr 
increased  in  the  future.  This  is  no  deduction  of  fiincy.  Two  \ 
solid  facts  support  the  statement  i  first,  the  growth  of  ourfl 
manuiactures  is  incontestable  proof  of  the  mode  of  eiunluy* 
ing  the  loan,  and  the  low  prices  equally  condaaive  proof  thai 
H  has  been  returned  with  generous  interest. 

It  has  been  said  that  the  lover  prices  would  have  i 
any  way,  that  they  are  due  to  invention,  and  the  like. 
was  the  inceitive  for  exercising  the  inventive  genius,  I 

>  Coiweniiiig  the  ndmeHoa  In  prioM^  Me  B^  Hufcdl'e  Qf- 
OoBg.  Baccnd,  p.  1686b  ^^ 
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cheapening  products,  and  for  building  &ctones  ?  The  protec- 
tion held  out  by  the  government.  We  admit  that  it  has 
often  proved  delusive,  and  costly ;  that  many  have  suffered, 
and  their  hopes  have  turned  into  ashes;  nevertheless,  their 
faith  to  do  and  dare  has  been  rooted  in  governmental  action. 
Why  are  no  tin  manufactures  existing  ?  Because  of  a  lack  of 
sufficient  protection.  We  do  not  ask  the  question  for  the 
purpose  of  showing  what  has  been  or  ought  to  be  done,  but 
simply  as  a  preface  to  the  remark,  that  if  a  tariff  should  ever 
be  granted  sufficient  to  induce  persons  to  erect  factories,  and 
acquire  the  necessary  skill  to  produce,  they  would  not  stop, 
unless  a  reversal  of  governmental  policy  should  be  so  complete 
as  to  shut  out  all  hope  of  future  success.  This  has  been 
the  history  and  influence  of  the  tariff  in  the  past  At  all 
times  it  has  been  a  powerftil  incentive  to  act,  and  in  periods 
of  discouragement  has  stimulated  the  exercise  of  the  highest 
genius  in  invention,  and  in  labor-saving,  to  prevent  shipwreck. 
From  all  this  toil,  loss,  and  pain  have  arisen  the  most 
splendid  industrial  success  the  world  has  yet  seen. 

If  the  success  of  the  protective  policy,  thus  broadly  r^arded, 
justifies  the  experiment,  it  must  be  remembered  that  at  all 
times  it  has  been  attended  with  evils,  the  effects  of  which 
would  have  been  far  worse  had  not  persons  been  alert  in 
exposing  them  and  devising  remedies.  Again  and  again  has 
protection  been  unwisely  granted.  The  conflict  among  the 
interests  protected  is  proof  enough  of  this  statement  Every 
tariff  has  been  a  compromise,  and  something  of  a  bungle,  in 
oonaeqnence  of  the  contention  of  opposing  interests.  If,  after 
hearing  all  parties  interested  in  desiring  protection.  Congress 
had  acted  ecdely  for  the  general  welfare,  the  result  would  have 
been  yeiy  di£fareiit  from  that  recorded  on  the  statute  book. 
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To  kIiow  tlu:  <l<-fcctH  ill  tlie  tariff  laws  would  be  ft  Imfc 
if  tiirt  tixlimis,  tusk.  Only  some  uf  the  grosser  defects  can  bs 
iidtiftMl,  Olio  of  tlu-sf!  wa-i  tile  duty  on  steel  rails  in  1872. 
Tlio  iliity  itsL'lf  was  well  (-nuiigh,  if  the  patent  under  wludi 
ihf^y  cxmlil  1m:  made  in  Ihiu  oinntry  had  heen  free,  so  that  oom- 
]M'tili()ii  might  linve  exisbxl  at  liume.  The  priucnple  has 
ulwiiys  Ik-cii  inaitilaine<1,  tliat  if  tlic  Anierioaii  manufiicturer 
■wi\n:  ]initwt(xl  fn>m  foreign  competition,  the  price,  if  go  hisb 
as  fo  yield  lai^-  ]irofitH,  would  l>e  oomsSed  by  borne  oran- 
jMititi'in.  To  put  up  u  high  jirotet^tive  wall  against  oulnde 
<«ini[wtition,  and  then  [MTiuit  a  few  eonpcrns  to  control  the  pro- 
<hietinii  at  home,  wax  a  procedure  for  which  there  was  no 
defence.  It",  in  188.'J,  Congreas  went  too  fer  in  rediicinf  the 
tariff  on  mils,  the  niannfacturcra  learned  that  the  reason  which 
aiiimatod  immr  than  one  Congressimm  was  to  correct  the 
hlundiT  of  1«72.  SiKJiety  is  veiy  slow  iu  eorrecting  social 
\\'iiiii(rs,  an<]  llie  longer  the  <lel;iy,  as  in  the  French  revolution. 
tlie  iiioi-c!  terrible  and  irrational  i.s  the  punishment.  What 
Coiigri's.s  might  to  liav(^  doni',  after  fixing  the  tariff  at  twenty- 
eifrht  dollars  per  ton,  was  to  reipiire  the  steel  matiufactoicre 
to  tlii'ow  the  iialeiit  oixn  for  free  imiuufacture,  and  then  the 
evil  \ioiiId  not  have  arisen.  Happily,  no  evil  of  that  kind 
long  exisl.s  in  this  (^juiitry,  for  either  the  gooil  sense  of  those 
jiiiifiling  hy  it  will  return,  and  they  will  be  content  with 
smaller  gains,  or  cl.se  their  eupidity,  like  the  fish  in  the  sea, 
will  cause  a  carnage  among  themselves.  They  extended 
the  patents  to  other  (companies.  The  year  after  the  law  was 
enacted  husiness  was  panifi-strieken,  became  permanently 
de]ircsse<l,  the  eomj>anies  incroasal  their  output,  and  irom 
the  oiwratiou  of  these,  and  other  causes,  the  aggr^iate  profits 
in  steel-rail  makiug  have  uot  been  excessive.     Thufl^  ths 
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wrong  inflicted  in   the  b^inning  has,  in  great  part,  been 
corrected. 

Another  wrong  was  the  change  in  the  tariff  on  copper  in 
1869.^  Before  that  time  the  duty  on  copper  ore  had  been  five 
per  cent,  and  on  copper  in  bars  and  ingots,  two  and  a  half 
cents  per  pound.  Copper  ore  was  imported  from  Chili, 
smelted  and  refined  in  Baltimore.  Just  before  the  enactment 
of  this  law,  the  copper  mines  of  Northern  Michigan  b^an  to 
yield  largely,  and  the  advance  was  granted  to  protect  them. 
When  conglomerate  copper  rock  was  discovered  in  Northern 
Michigan  of  surpassing  richness,  the  Calumet  and  Hecla  Min- 
ing Company  was  organized,  which  produced  copper  at  very 
low  cost.  It  could  mine  copper,  and  sell  it  at  a  handsome 
profit,  without  any  protection  whatever.  It  could,  in  truth, 
produce  copper  more  cheaply  than  any  mine  in  the  world.  It 
was  maintained  that  the  tariff  ought  to  remain,  in  order  that 
the  less  &vored  companies  might  survive  and  make  money; 
this,  though,  is  a  dangerous  principle  to  apply.  It  was  not 
r^arded  when  the  Baltimore  and  Boston  smelting  establish- 
ments were  sacrificed  for  the  copper-mining  companies  of 
Lake  Superior,  and  why,  in  turn,  should  these  have  been 
saved  when  a  richer  vein  had  been  discovered  from  which  an 
abundant  supply  could  be  obtained  ?  It  may  be  said,  that  the 
smelting  works  sacrificed  were  small  afikirs  compared  with  all 
the  copper  mines,  except  the  Calumet  and  Hecla,  yet  such  a 
principle  is  dangerous  to  apply  in  any  case.  Whenever 
nature  yields  an  advantage  to  one,  whereby  he  can  sell  at  a 
lower  rate  than  another,  the  State  should  not  take  cognizance 
of  the  event  to  neutralize  the  efiect;  for  if  it  did,  assistance 
woold  nndonbtedly  be  asked  to  sustain  the  less  fortunate 

>  Act)  Feb.  H  ^^9i  ^  Oong^  third  seadon,  chap.  45. 
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a^sii.r'  ■••T.-rT^.  Tin  ^■i^-ir:4i  i3ak«f5  hiTinp  ibe  old  fiunaen 
rr  ■  ,■"•  r  :'.  r  :!■.  *^:t  ^;.J■,■::.  i-s  pri;««ii>n  a^nrt  the  Tmhrih, 
irtivL  i-.:^:.-  ■  .::  ■.■!.■.  ::.  .-u.-ia;>d  k-os  per  vc«k.  foar  tuna  aa 
mavh  w".L?._-.riir.  W:.i2.  ihi-refcne,  oongloineraie  copper  ore 
war  J>-'iV-,rv-;.  .i"  ai>E::-.iaaT  .jiiaiiiiri\  anA  the  tariff  w  no 
ioajfer  licrvicii  :■:■  pr^y.^r^  dis:  indiistTy. — loribeocimpanTcoald} 
u>>i  ^:id.  i'P-rl-ia":';_v  ■.;sp:.n  ivpper. — the  tariff  should  han 
betn  amvLiki.:  •.■r  n-jval--.:.' 

MoPtx-vrr,  it  i?  :nit  that  the  principle  of  protectitHi  Iim 
betn  apjultvi  :..->  wi'itiv  v>  r.iake  it  the  rao?t  eflecrive.  'Wfaeo 
Gnat  Eri::i:n  lK:^T^.:!2t.^!  t-.'  I'tt^vme  a  gnat  manufiKturiiig 
naii'.iii.  an<l  :■<  [•r^'ttx'^  htr  tuanutlK^un^  to  tlie  utmost  poeeible 
extent,  whai  wa-  •Ion-:' '?  Tiio  landtO  intt;-n?iit&  were  sacrificed, 
(;ap:ial  en!pl"Vt.il  hi  luaiiiiiadiirin];  wa.<:  exempted  firom  direct 
■:-^.  ainl  rj«-  iii.tu-riaU  weiv  imported 
:V-^  .■:'  i:ii:y.  A:i  Mr.  A\'fll#  properiv 
l-n:-','!.  [tiii-]  i-  miiloubtedly  proteo- 
:;!iii  ii'iivtivf  fcmi.  ami  as  such  has 
lUin:;;-.'!  ■■!!  I>yilic  Fnnch  economists; 
il.t  r>riit^Ii  niiimitactiiror  to  apply  the 
K-  hiK.r  In  ihe  .-mallos't  valoe  of  raw 
iiti>]iih<]i-  as  winliK's  liiiu  to  place  his 
Miivi'.'u  markets  at  the  lowest  possible 
ii^-t."  Ill  otinr  n-..iil-,  .Fur  ^y-t.'ui  wliu-li  "taxes  the  con- 
Miimr,"  ii-iii^  tlic  fivt-tnuV  jilinLs*',  for  the  benefit  of  the 
ijiiii III tiiti  1111  r,  is  rcvor^iil,  and  the  con.iumer  is  taxed  more  od 

'  Oiii-  liiiiiiaiion,  nt  lenst.  may  lie  projierlr  nindt;  to  iliia  prinriple.  If  a 
(fiLiiiiry  |>(i.'vi''Shiiii.'  a  ralural  ailvantag?  Fhnulil  evvk  to  p«t  n>ore  than  a  &ir 
rirluni  fur  ttiat  iiJvanl-U'C, other  «J1lnlTie^I  nould  be  jui<lifie<l,  it  geenis  to  u^ 
i:i  [ry'ni){  to  correct  kucIi  a  state  of  thingv,  »j  Tor  ■■  IhU  could  ba  doae 
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his  spirits  and  beer^  and  other  things^  so  that  the  government 
can  exempt  the  manufacturer  from  taxation.  Wherein  the 
condition  of  the  foreign  consumer  is  improved  by  thus  paying 
more  for  his  beer  and  other  commodities  than  he  would  pay 
if  the  manu&cturers  bore  their  proper  share  of  taxation  over 
the  condition  of  the  consumer  in  this  country,  who  pays  more 
for  the  things  manufactured  here,  and  is  taxed  less  by  the 
government  for  others,  we  are  unable  to  perceive.  If  the  con- 
sumer is  taxed  here  for  the  benefit  of  the  manufacturer,  is  it 
not  also  true  that  he  is  taxed  for  the  same  purpose  in  Great 
Britain,  though,  as  Mr.  Wells  says,  in  ''  its  most  subtle  and 
effective  form."  And  the  subtlety  and  effectiveness  consists  in 
this,  as  the  causes  for  the  increased  rate  in  British  taxation  are 
not  clearly  perceived,  the  tax  is  not  thrown  upon  others,  but  is 
borne  by  the  persons  paying  it,  whereas  in  this  country,  when  the 
price  of  a  thing  is  raised  through  taxation,  the  effect,  not  infre- 
quently, is  so  clearly  perceived  that  an  attempt  is  made  to  throw 
it  off  to  some  extent  and  to  diffuse  it  among  a  larger  number. 
We  are  now  in  sight  of  a  very  interesting  question,  which 
has  &ced  Congress  from  the  b^inning,  yet  has  been  growing 
in  sharpness  of  feature  with  the  diversifying  of  our  industries. 
If  one  interest  is  protected,  shall  every  one  be,  and  if  not 
all,  where  shall  the  line  be  drawn  ?  The  American  manu&o- 
turer  has  never  failed  to  perceive  that  the  more  widely  the 
principle  was  extended,  the  less  effective  would  or  could  be 
the  protection  granted.  England  solved  that  question  with 
great  boldness  by  declaring  that  the  manufacturing  and  ship- 
ping interests  should  be  protected  at  the  sacrifice  of  the  agri- 
cultural. If  Congress  had  been  more  discriminating,  and  the 
general  welfitre  had  always  been  kept  as  clearly  in  mind  as 
tint  of  the  interests  applying,  protection  would  have  heea  so 
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moderate  tliat  rarely  would  an  op]>ortunity  have  arisen  for 
making  unreasonable  furtiines,  while  the  law  thus  conceived 
and  executed  by  transferring  {rem  the  consumers  who  oonld 
best  part  with  a  portion  of  their  wealth,  to  those  engaged  in 
production,  and  who  needed  it  more,  would  have  etiniulated 
the  creation  of  wealth  and  equalized  in  some  degree  that 
existing.  So  fiir  as  the  protective  system  has  departed  Gnaa 
this  ideal,  it  has  not  wrought  that  perfect  result  which  was 
possible.  That  such  a  system,  however,  involving  so  many 
interests,  could  work  withoat  friction  and  harm,  wonhl  have 
been  an  unreasonable  expectation. 

In  1872'  another  change  was  made  in  our  tariff  system 
consisting  of  a  reduction  of  ten  per  cent  in  the  entire  list,  im^ 
half  of  the  duty  ou  sah,  two-fifths  of  the  duty  on  coal,  an 
enlai^'nient  of  the  free  list,  lx>j!ide  ad<ling  to  it  tea  and  coffee.' 
The  consumers  of  oiilll'o  g;une*l  nothing,  the  importers  of  tea 
did  a  very  littli^,  Ihc  fon^i^n  [(i-odnwrs  nearly  all.'  There  was 
a  short  i;ni|i  of  colfii'  in  the  woild,  and  it  was  easy  for  the 
proilucer  tu  add  tlic  duty  to  the  price.  Had  there  been  a 
large  crop,  the  case  woidd  liavc  Im?cii  different,  and  either  the 
importer  or  the  eonsinner  would  have  been  the  gainer.  If 
advancing  prict-s  have  followed  a  higher  tariff,  it  is  no  less 
true  that  the  inijdirtcr  and  mcrcliaiit  have  intercepted  the  tax 
when  repcale<l,  whenever  they  eouhl.  The  public  debt  was 
large  and  the  intcre?;t  account  liea\'>',  and  if  a  tax  be  a  burden, 
why  not  pay  the  jirincipal  and  thus  cscajie  the  jwrpetual  in- 
cumbrance ?  These  ctni  side  rations  should  have  lieen  put  into 
the  a'sde  when  discupsing  the  expwiiency  of  repealing  the  tax. 

'  May  1  anil  -Tnne  G,  42  Cong^  second  Regaioii,  chaps.  131,  316. 

*  See  Proceedings  iH^fore  Com.  of  Ways  and  Metns,  Feb.  21  ud  25, 1871. 

■  Senate  Doc.,  No.  19, 4G  Cong.,  second  seauon ;  N.  Y.  Time^  Jime  6, 18B(L 
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The  reduction  in  1872  of  the  general  list  was  effected  with- 
out serious  diflBculty.  As  the  .House  was  desirous  of  making 
a  considerable  reduction,  a  bill  of  that  nature  was  reported  by 
the  Committee  of  Ways  and  Means.  Mr.  Dawes,  of  Massa- 
chusetts, was  chairman  of  the  committee,  and  not  agreeing 
with  the  recommendations  of  the  report,  it  was  made  by  Mr. 
Finkelnburg,  of  Missouri.  The  bill  lopped  off  the  duties  in 
many  directions.  In  the  meantime  another  bill  was  recom- 
mended by  the  Finance  Committee  of  the  Senate,  reducing  the 
duties  on  the  entire  list  ten  per  cent.  Not  all  the  protected 
interests  favored  the  reduction,  but  Mr.  Hayes,  Secretary  of 
the  National  Association  of  Wool  Manu£icturers  and  possess- 
mg  much  influence  among  manufecturers,  advised  the  accept- 
ing of  the  measure.  The  woolen  manufacturers  were  the 
first  to  agree,  the  iron  makers  followed,  and  soon  all  opposi- 
tion was  overcome.  The  taxes  on  whiskey  and  tobacco  were 
also  lowered,  and  those  on  tea  and  coffee  repealed.  The 
Senate  having  passed  the  bill,  it  was  sent  to  the  House  and 
substituted  for  the  one  recommended  by  the  Ways  and  Means 
Committee.  Many  were  opposed  to  it,  and  demanded  a  further 
reduction.  In  the  end  they  voted  for  it,  and  so  the  bill  passed. 
It  may  be  worth  while  to  inquire  what  was  gained  beside 
reducing  the  revenue  ?  It  is  said  that  this  was  a  concession  to 
the  free-trade  sentiment,  but  what  effect  did  it  have  on  prices? 
Literally  none  whatever.  Manufacturers,  notwithstanding 
the  high  rates  of  duty,  had  been  reducing  prices,  through 
domestic  competition,  ever  since  the  close  of  the  war,  and 
the  bill  did  not  effect  them  except  to  weaken  the  barrier 
between  themselves  and  foreign  competitors.  There  was  no 
occasion  for  passing  it  on  the  ground  that  manu&cturers  were 
gaining  too  much.    Except  as  a  means  for  reducmg  the 
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Tcrrenae,  H  had  no  aigaificnnoc.  Only  one  danger  impended 
from  the  leductiou — namt'Sy,  that  in  time*  of  excessive  prodao- 
iiOD  in  odier  countries,  advantage  would  be  taken  of  tlic 
ntes  to  introduce  more  merchandise  into  our  own 
and  when,  perhaps,  an  excess  existed  here,  and  so  oomplt 
sobmerge  our  manufiu^urers.  It  is  maintained,  tliat  a 
tends  to  ntise  prices  first  and  depress  them  afterward  br  stim> 
nlnring  exoessive  competition,  and  the  history  of  Amerioan 
manafectnring  proves  tlie  statement ;  nor  will  it  be  denied  that 
a  more  even  price,  yielding  a  fair  remuneration,  would  be  better 
fbraUint^fests.  In  reducing  the  tariff  so  low  as  to  cause  irwg- 
nlar  floods  from  abroad,  the  supply  of  coramoditlea  issubjecGed' 
to  another  fluctuation.  Has  not  our  histor}'  shown  that  ire 
r^ulate  prices  better  among  ourselves  than  by  putting  the 
BO  low  as  to  invite  these  irregular  inundations  from  other  eouo- 
triea  ?•  This  is  a  serious  danger  from  reducing  the  tariff  vhOe 
the  paying  of  too  high  prices,  even  if  a  high  tariff  be  coothmed, 
will  never  continue  long  if  home  competition  be  active.  If  e<nr 
a  time  should  come  when  maou&cturers  in  their  denre  tV 
get  wealth  should  be  so  forgetful  as  to  abuse  their  oppoitmul^ 
and  combine  in  order  to  extort  high  and  unreasonable  prions 
the  Justification  would  be  complete  for  withdrawii^  gov- 
ernmental assistance.  The  justification  for  tariff  logLslation  ta 
to  destroy  and  prevent  monopolies,  not  to  create  permanent  ones. 
In  1875,  the  revenue  having  fallen  to  a  lower  point  than 
was  desirable  the  ten-per-cent  reduction  was  rqwaled." 
did  not  attract  much  attention,  and  had  do  efiect  on  prices, 

>See  fbnner  vol.,  pp.  306,  387. 

■Acts,  Febrnvy  8,  uid  M&rch  8,  43  0»g.,  woond  iBwtoOi 
*  Interview  bettreen  ft  Delegation  ct  Uuin&ctarKS  and 
and  He«^  Ai«il  2S,  1874 
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They  were  tending  downward.  Over-production,  excessive 
trading  and  railroad  building,  bad  marked  our  history,  culmi-- 
Hating  in  the  panic  of  1873. 

At  every  session  of  Congress  attempts  were  made  to  pass  a 
new  bill  reducing  the  duties.  In  1876,  Mr.  Morrison,  the 
chairman  of  the  Committee  of  Ways  and  Means,  prepared  and 
presented  a  bill.  Nothing  came  of  this  attempt,  and  two  years 
later  Mr.  Fernando  Wood,  who  was  then  chairman  of  the 
Committee  on  Appropriations,  tried  to  do  the  same  thing  and 
fidled.^  The  three  reasons  which  operated  powerfully  against 
these  movements  were :  first,  all  the  revenue  was  needed  that 
came  into  the  treasury ;  second,  prices  were  very  low,  and  it 
was  clearly  evident  that  the  manufacturers  were  not  making 
too  much,  on  the  other  hand,  that  many  were  running  at  a 
loss;  and,  third,  the  sentiment  in  favor  of  protection  was 
growing.  So  these  revenue  reform  measures,  as  they  were 
called,  though  vigorously  pressed  by  a  few,  were  not  generally 
supported,  and  came  to  naught.  In  1879,  however,  the  duty 
on  quinine  was  abolished,  and  this  event  was  regarded  with 
considerable  satisfaction. 

At  every  session  some  speeches  were  made  on  the  one  side 
and  on  the  other,  for  if  a  congressman  were  unable  to  master 
any  question,  he  could  easily  prepare  a  speech  on  the  tariff;  or, 
if  too  busy  or  too  indolent  to  do  that,  could  easily  get  one  pre- 
pared for  a  few  dollars.  In  1882,  however,  a  movement  was 
started  that  bore  fruit.  Congress  appointed  a  Tariff  Com- 
mission "  to  take  into  consideration,  and  to  thoroughly  in- 
vest^te,  all  the  various  questions  relating  to  the  agricultural, 
commercial^  mercantile,  manufacturing,  mining,  and  industrial 
interestB  of  the  United  States,  so  far  as  the  same  may  be  neoes- 

18  Bulletm  of  AaMxdadon  of  Wool  Manaf.,  p.  113. 
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mry  to  tbe  establisliment  of  a  judicious  tariff,  or  a  revision  o 
the  aTJBring  tariff  upon  a  scale  of  justice  to  all  iQtcrests." 

Serenl  things  it  v/as  expected  would  be  acromplished  I 
tevimng  tiie  tariff,  and  the  measure  received  tlie  assent  of 
nearlyall  the  members  of  Congress.  The  free-traders  expected 
to  get  lower  duties,  the  protectionists  expected  to  concede  tbetn 
in  some  casus,  and  in  others  to  get  such  m<>d)ficatioii8  aa 
voold  ranove  existing  ambiguilics  and  strengthen  themselves 
a^aoBt  ibragu  oumpetition.  The  protective  force  of  the  exist- 
ing tariff  had  been  weakened  in  several  important  manu&o- 
tureg  by  ruHugs  of  tlie  treasury  department,  particularly  mth 
regard  to  steel  wire  rods,  imported  for  drawing  into  emaller 
axes,  steel  blooms  which  are  rolled  into  rails,  hoop-iron,  and  ^^J 
cotton  ties,  chaunel-bars,  lank-iron,  and  other  matters.  It*^^! 
was  hoped  tliat  the  disadvantages  irom  which  the  maanfMV 
turers  were  suffering  in  consequence  of  these  rulings  would  be 
removed  by  an  intelligent  revision. 

The  composition  of  the  commission  was  as  eatis&ctory  to  tlia 
manufacturing  class  as  displeasing  to  fiee-traders.  The  oom- 
mission  heard  all  interests  at  much  lei^th,  and  songht  to  dp 
their  work  thoroughly  and  with  &irne8S.  In  determining  tin 
rates  recommended  by  the  commission,  the  members  werdB 
governed  solely,  so  they  declared  in  their  report,  by  their  owil3 
views  of  justice,  expediency,  and  a  regard  for  the  interests  o 
consumers  and  the  public  sentiment  of  the  conntry.  Early  let 
their  deliberations,  the  commission  became  convinced  that  i 
substantial  reductitm  of  the  tariff  duties  was  demanded, 
by  a  mere  indiscriminate  popular  clamor,  bat  hy  the  best  con- 
servative opinion  of  the  country,  including  that  which  had  i 
former  times  been  most  strenuous  for  the  preeer\-ation  of  *' 
nataonal  indnatrial  defences.    Booh  a  reduction  of  the  « 
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tariff  the  oommissioii  r^arded  uot  only  as  a  due  recognition 
of  public  sentiment,  and  a  measure  of  justice  to  consumers, 
but  one  conducive  to  the  general  industrial  prosperity,  and 
which,  though  it  might  be  temporarily  inconvenient,  would 
be  ultimately  beneficial  to  the  special  interests  affected  by  such 
reduction.  No  rates  of  defensive  duties,  except  for  establish- 
ing new  industries,  which  more  than  equalized  the  conditions 
of  labor  and  capital  with  those  of  foreign  competitors,  could  be 
justified.  Excessive  duties,  or  those  above  such  standard  of 
equalization,  were  positively  injurious  to  the  interest  which 
they  were  supposed  to  benefit.  They  encouraged  the  invest- 
ment of  capital  in  manufiicturing  enterprise  by  rash  and 
unskilled  speculators,  to  be  followed  by  disaster  to  the  adven- 
turers and  their  employees,  and  a  plethora  of  commodities 
which  deranged  the  operations  of  skilled  and  prudent  enter- 
prise. Numerous  examples  of  such  disasters  and  derange- 
ments occurred  during  and  shortly  after  the  excessively  pro- 
tective period  of  the  late  war,  when  tariff  duties  were  enhanced 
by  the  rates  of  foreign  exchange  and  premiums  on  gold. 
Excessive  duties  generally,  or  exceptionally  high  duties  in 
particular  cases,  discredit  the  national  economic  system,  and 
furnish  plausible  arguments  for  its  complete  subversion. 
They  serve  to  increase  uncertainty  on  the  part  of  industrial 
enterprise,  whether  it  shall  enlarge  or  contract  its  operations, 
and  take  from  commerce,  as  well  as  production,  the  sense  of 
stability  required  for  extended  undertakings.  "  It  would  seem 
that  the  rates  of  duties  under  the  existing  tariff — ^fixed,  for  the 
most  part,  during  the  war  under  the  evident  necessity  at  that 
time  of  stimulating  to  its  utmost  extent  all  domestic  produc- 
*tion— might  be  adapted,  through  reduction,  to  the  present 
oonditUm  of  peace  requiring  no  such  extraoidinaiy  stimnlos. 
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And  in  tlie  mechanical  and  manufacturing  induBtries,  espet^ally 
those  which  have  been  long  established,  it  would  seem  that 
'  the  imjnovoiieDts  in  machinery  and  proctsses  made  within  the 
bat  twenty  jn&rs,  and  the  high  scale  of  productiveness  whioh 
had  become  a  chararttristic  of  their  establishments,  would  pee- 
mit  oar.  manufacturers  to  compete  with  their  foreign  nvala 
under  a  aahetaniial  reduction  of  existing  duties."  EnttTtain- 
ing  these  vie^vs,  the  commission  sought  to  present  a  scheme  of 
tariff  duties  in  which  substantial  reduction  was  the  distdnguish- 
ing  featore.' 

The  firee-tiradcrs  were  as  surprised  with  the  reductions  as 
W&K  Boae  of  the  mamifacturerg.  It  could  not  be  expected 
that  all  would  be  satisfied.  Interests  diverged  in  a  tlious- 
and  ways,  and  the  only  principle  that  could  guide  tlie  aont^- 
missioD  in  perfijrmiiig  their  diilicult  duties  was,  how  far  could 
they  go  in  granting  the  requests  of  each  class  of  "lantiftoUiren^ 
and  maintain  an  equal  regard  for  all  other  classes  of  mano- 
&oturers  and  the  public.  That  they  attempted  ooaaaaitaximly 
and  intelligently  to  do  this  not  many  will  deny. 

Those  who  did  not  get  as  much  protection  as  they  derired 
appealed  to  Congress.  They  were  veiy  much  like  Dr.  Sb./^ 
den,  of  the  Geolt^cal  Survey,  who,  when  ashed  if  he  &T(MQd 
the  bill  for  consolidating  all  the  surveys,  said  he  was  in  dcKibb 
The  doubt  consisted  in  the  probable  effect  of  the  bill  on  him- 
self. If  likely  to  be  chosen  director,  he  &vored  the  bill ;  if 
not,  he  was  opposed  to  it.  Those  whose  interests  wuro  not 
injuriously  affected  by  the  report,  believed  in  it;  those  whose 
interests  weie  likely  to  sn£fer,  endeavored  to  grt  redrest) 
through  Congress.  The  hearings  before  the  oomnusnun  were 
open  and  ^r,  and  Congress  should  have  hodtated  to  re-open 
>  Bcpart  of  Ibiff  OoauoJaAa,  p.  6. 
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the  battle.  The  history  of  tariff-making  is  not  particularly 
honorable  in  all  its  details  to  any  party  or  interest.  It  has 
too  often  partaken  of  a  personal  fight  by  manu&cturers  against 
the  public  and  each  other.  The  struggle,  on  this  occasion, 
before  Congress  lasted  nearly  the  whole  session.  It  was 
earnest,  and  sometimes  bitter.  Some  interests  were  satisfied 
with  the  final  result,  others  were  not. 

The  attempt  to  modify  the  tariff  brought  into  bold  relief 
the  numerous  conflicting  interests,  and  the  difficulty  and 
delicacy  of  the  undertaking.  As  our  industries  become  more 
heterogeneous,  the  tariff  also  grows  more  complex,  and  the 
difficulty  of  doing  justice  to  all  is  increased.  For  example, 
the  wool  manufacturers  to  succeed  best  must  have  free  wool 
and  dye-«tuflfe;  on  the  other  hand,  both  these  interests  desired 
protection.  The  manu&cturers  of  the  higher  forms  of  iron 
must  have  free  materials  to  succeed  best;  on  the  other  hand, 
the  ore  producers,  the  pig-iron  manufacturers,  and  every  suc- 
ceeding class  desired  a  tariff  on  their  products.  It  was  not 
easy  for  these  interests  to  agree,  and  some  of  them  did  not. 
The  iron-ore  producers  desired  a  tariff  of  eighty-five  cents  a 
ton  on  ore ;  the  steel-rail  makers  were  opposed  to  the  granting 
of  more  than  fifty;  the  manufacturers  of  fence  wire  were 
opposed  to  an  increase  of  duty  on  wire  rods  used  for  making 
wire,  and  favored  a  reduction ;  the  manufacturers  of  rods  in 
this  country  were  desirous  of  getting  an  increase;  the  manu- 
&cturers  of  floor  oil-cloths  desired  a  reduction  or  abolition  of 
the  duty  on  the  articles  used  by  them ;  the  soap  manufacturers 
desired  the  putting  of  caustic  soda  on  the  free  list,  which  the 
American  manufacturers  of  it  opposed ;  some  of  the  woolen 
manufictoiers  were  desirous  that  protection  should  be  granted 
to  the  manu&ctoiers  of  dye-stnffif^  and  some  were  not;  the 
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tnannfartorfera  of  taunetl  foreign  gout  and  sheep  bkins  desired 
the  removal  of  the  tariS'oD  sutb  skins;  those  who  tanned  them, 
and  who  were  muub  Io-a  numerous,  were  equally  tcuacioos  to.' 
maintMDJng  the  tariff  on  the  raw  skins,  and  the  same  conflict 
amee  between  other  interests.  The  method  of  det«rmiaii^ 
how  mudi  protection  their  several  interests  needed,  and  of 
adjasting  differeuoes  between  them,  has  always  been  of  UtA 
ondest  kind.  The  oomniission  heard  ail  intcnets,  and  evi- 
dently aoi^ht  to  act  justly  and  intelligently,  but  a  perusal  of  1 
evidence  collected,  and  of  their  report,  discloses  the  difficolty 
of  their  task,  and  the  necessarily  nnsatiafactory  nature  of  the 
result.  So  long  as  manufacturers  merely  say  tliey  are  making 
no  money,  or  not  much,  aud  furnish  no  precise  statement^ 
tb^  will  be  skeptical  of  one  another,  and  the  conJlict  betwees 
tbem  will  cuutiuue.  1£  the  tarilT  cumuiiaaiuii  invwtigatiiMi 
revealed  anything,  it  was  that  correctness  of  statemmt  is 
required  all  around  in  order  to  adjost  ral«8  &irly  between 
those  desiring  protection. 

Although  not  all  of  the  recommendations  of  the  oommiaacn 
were  adopted,  most  of  tbem  were.  Those  whitdi  pwtained  to 
the  simplification  of  the  law  were  adopted  witb  only  slig^ 
changes.  The  bill  reported  by  the  commission  ctrntained,  mi 
including  the  free  list,  six  hundred  and  thirty-one  artielea 
classifications.  Of  these,  five  htmdred  and  twenty-four  were 
taken  exactly  from  the  commissioner's  report,  and  more  than 
half  of  the  remaining  one  hundred  and  seven  articles  were 
mere  additions  of  trifling  articles  ^3y  name,  which  tlie  commis- 
sion, for  brevity's  sake,  included  under  general  clauses,  or 
inadTertently  overlooked.  Less  Uian  twenty-five  article 
munly  in  the  cotton,  woolen  goods,  and  tlie  iron  and  ated. 
schedules,  wen  matters  of  oooteotion.    The  ntoi  Ml 
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hundred  and  nine  of  the  six  hundred  and  thirty-one  articles 
mentioned  in  the  tariff  recommended  by  the  commission  were 
adopted,  and  between  fifty  and  sixty  more  articles  have  sub- 
stantially the  same  rates,  though  levied  under  different  clauses. 
Of  the  one  hundred  and  seventy  changes,  ninety-eight  were 
fixed  at  lower  rates  than  those  proposed  by  the  commission, 
forty-six  at  higher,  and  twenty-six  have  been  classed  as 
doubtfid. 

As  a  revenue  measure,  the  tariff  has  been  an  unquestioned 
success.  Since  1862  the  yield  has  been  very  great.  Indeed, 
one  object  of  reducing  the  rates  subsequently  has  been  to 
diminish  the  revenue. 

As  an  effective  measure  of  protection  opinions  have  greatly 
differed.  That  the  wealth  created  by  manufacturing  has 
enormously  increased  is  apparent,  but  why  ?  The  manufac- 
turers generally  ascribe  the  increase  to  the  tariff;  yet  how  can 
this  statement  be  reconciled  with  one  so  otben  heard  that 
manufacturing  is  unprofitable.  How  can  this  seeming  paradox 
be  explained  ?  After  the  woolen  tariff  of  1867,  new  mills  were 
built,  the  business  was  soon  overdone,  and  then  followed  a 
long  gloomy  period  of  depression  and  loss.  The  true  way  to 
answer  the  question  is  to  consider  the  history  for  a  long 
period,  inasmuch  as  any  kind  of  answer  may  be  obtained  for 
a  short  one,  depending  wholly  on  the  period  selected.  The 
greater  value  of  the  manufacturing  plant  is  positive  proof, 
unless  it  be  contended  that  the  money  invested  has  been  drawn 
from  sources  outside  manufacturing.  While  this  is  true  to 
some  extent,  a  much  larger  amount  of  wealth  acquired  in  manu- 
&ctaring  has  been  invested  in  railroads  and  other  enterprises, 
80  that  the  entire  account  shows  a  large  gain  from  the  pursuit 

Tbere  an  two  dasses  of  manu&cturers  corresponding  to  the 
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two  classes  of  fiirmera :  ouc  clasu  never  make  any  money,  ami 
see  only  dangers  and  depression  and  foul  weather.  The  otbs 
class  are  mure  hopeful,  ackuu^^  lodge  tlieir  gains,  and  rejoice 
over  them.  The  &mt  class  are  always  living  under  the 
sliadow  of  adverse  govenimvntal  action,  like  doubting  fanners, 
who,  however  bountiful  miiy  be  ihe  supply  of  water,  expect'  it 
will  dry  up  soon,  and  the  scurcliing  sun  bum  the  land  to  a 
crisp.  Each  class  are  au  equi]^>oise  to  the  other,  keeping  the 
scale  of  goverumeutal  actiou  better  regulated,  and  pn^tB 
nearer  to  the  right  figure.  If  it  be  true  diat  the  success  of 
the  manufacturers  is  nut  wholly  due  to  the  tariff  it  is  likewise 
true  that  their  losi^es  do  not  always  spring  from  the  same 
cause.  Thceffectivenessof  labor-saving  machinery,  the  geaei^ 
osity  of  nature,  and  mauy  other  advantages,  have  unqno* 
tionably  contributed  to  their  sucwss.  In  short,  it  is  due  to  a 
scries  of  isjniplex  tauiies,  and  many  of  the  errors  arising  in 
the  diijcussioii  of  this  .sutyoct  ;>i)riug  from  the  selection  of  one 
or  two  fausej!  and  the  unilsiion  of  the  Kat.  It  must  be  con- 
ceded tli:it  aiiiuJi;^  till'  i^uises  wliicli  hiivc  contributed  to  thar 
tiucccss,  but  constantly  varying  in  effectiveness,  has  been  the 
tariS*.  Oil  the  other  hand,  the  advereities  of  monuiactuiGrs, 
while  N»metime-i  cauut-d  by  governmental  action,  have  also 
been  caused  in  other  ways,  and  the  opiwnents  of  the  tariff 
system  have  sometimes  ascribed  these  to  the  wrong  cause.  If 
invention  Ims  Ixicn  a  gi-eat  aid,  so  has  it  been  a  costly  one. 
Millions  of  dollars  of  machinery  have  been  supplanted  by 
better.  At  the  pre^ut  time  a  revolution  is  going  on  in  the 
making  of  pig-iron  by  the  introduction  of  an  improved  fur- 
nace, which  has  four-fold  the  capacity  of  the  old  one.  Those 
who  are  making  iron  by  the  old  process  are  having  a  ban] 
time,  and  sooner  or  later  must  succumb.    Others,  eedng  the 
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hopelessness  of  the  struggle,  are  tearing  down  their  furnaces 
and  building  anew.  It  Would  be  possible,  perhaps,  to  make 
a  tariff  high  enough  to  protect  both  classes  of  manufacturers. 
Such  a  step,  though,  could  not  be  defended.  The  people  are 
fairly  entitled  to  the  advantage  thus  gained,  and  the  possessors 
of  the  old  cannot  complain  if  the  government  will  not  protect 
them  in  sticking  to  the  more  costly  mode  of  production.  If 
the  people  had  not  the  means  to  take  advantage  of  the  best 
and  most  economical  methods  of  manufacturing  in  our  own 
country,  the  case  might  be  otherwise.  Having  the  means,  those 
who  are  working  in  tlie  old  ways  cannot  be  justified  by  law. 
To  do  so  would  be  to  put  a  premium  on  the  inert  and  to  dis- 
courage those  who  are  striving  after  greater  perfection.  The 
manufacturer  of  pig-iron  by  the  old  process,  therefore,  who 
cannot  compete  with  the  manu&cturer  by  the  new  in  conse- 
quence of  the  new  invention,  ought  not  to  ascribe  his  ill-suc- 
cess to  the  tariff,  nor  ought  any  one  to  be  sustained  in  the  de- 
lusion that  the  tariff  ought  to  be  changed  to  rescue  a  perishing 
industry  which  is  in  that  state  in  consequence  of  following  a 
wrong  method. 

Changes  of  this  nature  are  constantly  going  on  in  the  manu- 
facturing world.  Invention  is  ever  alert.  New  mines  of  iron, 
coal,  petroleum,  and  other  minerals  are  discovered,  which  ren- 
der the  old  unprofitable  for  working ;  new  railroads  are  built 
that  divert  trade  and  transform  flourishing  cities  into  a  wilder- 
ness. A  thousand  causes  have  acted  and  re-acted  on  manu- 
&cturers,  among  which  the  tariff  has  contributed  potently 
to  their  suocess.  It  is  not  equally  true,  however,  that 
the  tariff  has  been  the  principal  cause  of  their  failures.  A 
prominent  one  has  been  their  lack  of  skill  and  experience. 
The  proof  of  this  is  seen  on  eveiy  hand.    Skillful  manu&c- 
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turers  have  made  money  at  times  when  others  having  as  much 
capital  and  equal  natural  advantages  have  failed.  Some  have 
said  that  if  no  tariff  had  been  established,  the  unskillful 
would  not  have  been  drawn  into  manufacturing,  which  is 
quite  likely ;  yet  it  does  not  follow  that  they  would  have  been 
more  successful  at  something  else.  On  the  other  hand,  the 
pathway  of  mercantile  pursuits,  which  is  as  free  as  possible, 
is  strewn  with  a  larger  number  of  failures  and  unskillful  con- 
cerns than  any  other.  It  has  been  assumed  by  Congress  that 
only  competent  persons  would  engage  in  the  business,  and  if 
others  have  done  so  and  failed,  they  could  rightly  blame  only 
themselves.  Regarded  in  their  entirety,  the  manufacturing 
interests  have  been  successful,  and  not  many  will  question 
this  statement.  "  The  country  has  grown  marvelously  under 
the  system  adopted.     Of  that  there  can  be  no  doubt."  ^ 

We  now  turn  to  the  consumer  and  inquire  whether  his  gains 
have  been  as  large  as  he  expected,  or  whether  they  have  been 
large  enough  to  justify  the  sacrifice  incurred.  For  all  will 
admit  that,  in  the  banning  at  least,  prices  were  raised  to  some 
extent  by  the  tariff.  What  answer  shall  be  given  ?  Have  not 
prices  been  much  reduced  ?  The  history  of  receding  prices 
need  not  be  given  here. 

What  would  have  happened  to  the  farmer  if  the  tariff  had 
not  been  imposed?  Would  he  have  bought  at  lower  prices? 
By  many  it  is  maintained  that  he  would ;  by  others  this  propo- 
sition has  been  strongly  contested.  What  would  he  have 
obtained  for  his  products  ?  Admitting  that  they  would  have 
gone  abroad  freely,  the  foreigner,  by  reason  of  his  enormous 
capital  and  ability  to  wait,  would  have  made  the  prices,  and 
the  prices  here  would  have  conformed  to  them.     For  if  the 

» Editorial,  N.  Y.  Times,  July  4,  1883. 
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&niier  had  insisted  on  demanding  higher  prices  from  the 
American  consumer,  he  could  have  satisfied  his  wants  by  im- 
porting. Thus  the  only  possible  advance  for  the  American 
farmer  over  the  European  price  would  have  been  the  cost  of 
transportation.  Under  the  existing  system  the  farmer  has 
influenced  the  price  abroad,  and  has  been  more  and  more 
powerful  in  making  it  as  his  wealth  increased.  He  has  de- 
manded more  than  he  would  have  otherwise,  and  his  market 
has  been  larger  and  more  certain.  Important  as  the  foreign 
market  is  to  him,  it  is  of  secondary  importance  to  the  home 
market,  which  has  become  large  in  consequence  of  adopting  a 
policy  which  has  attracted  so  many  millions  to  our  shores  to 
engage  in  manufacturing  enterprises.  Their  presence  increases 
the  consummg  power  of  the  nation,  renders  land  more  valu- 
able, and,  in  turn,  stimulates  a  better  cultivation.  Such  are 
the  conclusions  clearly  warranted  by  our  industrial  experience. 
Finally,  it  may  be  asked,  are  prices  as  low  as  they  would 
be  if  no  tariff  existed  ?  Perhaps  they  are ;  perhaps  they  are 
lower.  This  criterion  should  not  blind  us  to  a  better  one, 
independently  of  the  more  comprehensive  test  of  social  ad- 
vancement. Fair  prices  are  more  to  be  desired  than  very 
high  or  very  low  ones.  >  When  high  prices  issue  from 
monopolies,  somebody  is  likely  to  gain  unduly ;  when  very 
low,  they  are  likely  to  be  wrung  from  the  iU-paid  laborer. 
The  low  price  thus  caused  should  be  as  keenly  r^retted  as 
the  high  price  of  the  monopolist.  Neither  of  these  industrial 
conditi(»is  are  healthy.  The  best  price  is  a  &ir  price,  which 
is  a  &ir  equivalent  for  the  service  or  thing  exchanged. 
Have  the  introduction  and  maintenance  of  the  tariff  system 
disturbed  the  conditions  of  &ir  exchange  ?  If  the  freedom 
<^  the  buyer  has  been  restricted  in  puidiasing,  has  he  not 
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at  all  times  oommnndcd  the  price  of  his  own  products,  and, 
in  selling  tliem,  stood  ou  as  high  vantage  ground  as  the 
manufacturer?  Is  not  every  peruon  like  a  coin  possesung 
two  sidc^,  a  buycr'i^  side  and  a  seller's,  and  if,  through  the 
o{>oratiun  of  the  tariff  nyi^ai,  the  buyer  has  paid  more  than 
he  wished,  eouH  he  not  increase  the  price  of  his  own  product 
and  thuA  equalize  the  gain  ?  This  was  ]x)ssible  when  both 
buyer  and  seller  were  in  the  same  country,  but  would  not  have 
been  had  the  buyer  lived  here  and  the  seller  elsewhere. 

Of  course,  every  increase  of  price  to  the  protected  buyer 
was  a  diminution  of  his  protection.  Those  who  sold  to  bim 
and  others,  however,  in  most  cases,  had  a  better  way  than  that 
of  advancing  prices  to  n^in  their  seeming  loss.  The  area  of 
their  sales  was  enlarged  and  their  aggregate  profits  vf&e  coit- 
sci|uently  niatiitaino<l,  or  increased.  The  farmers,  espedally, 
if  they  paid  more  for  many  things,  and  yet  added  nothing 
to  the  price  of  their  prodncts,  had  a  eoustantly  widening  mar^ 
ket  with  the  industrial  development  of  the  country,  and  so 
ailded  to  their  wealth.  Friction  has,  indeed,  existed  between 
the  scvtr-.d  classes ;  tlierc  liar;  never  been  an  hour  of  perfect 
harmony  in  the  indit.-^triul  world  anywhere.  TATiether  the 
friction  in  this  countr)'  ha.s  l>ecn  increa.'sed  by  the  presence  of 
the  pnitcclivu  system,  whether  one  chiss  of  jiersonfl,  or  inter- 
ests, have  thriven  at  the  loss  of  another,  is  regarded  by  many 
as  an  ojwu  question  ;  by  free-traders  as  settled  affirmatively ; 
by  protectionists  as  settlwl  the  other  way.  The  evidence 
{lertaining  to  the  mtbjeet  would  fill  many  a  volume,  and  ia 
constantly  ai-cuiiiulating.  The  popular  judgment,  certainly, 
is  that  every  imiM>rtant  indastrt-  has  been  helped  more  than 
injured  by  the  presence  of  the  others.  The  correctness  of  this 
judgment  is  daily  questioned,  and  will  be,  doubtless,  so  long 
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as  the  existing  system  shall  stand ;  and  if  it  shall  be  displaced 
by  another,  that  one,  whatever  it  may  be,  will  never  satisfy 
all.  A  harmony  of  interests,  though  the  universal  longing 
of  the  world,  is  a  long  way  off,  yet  the  clearest  marks  of 
progress  are  everywhere  visible,  and,  especially,  in  the  more 
intelligent  production  and  fairer  distribution  of  wealth. 

Thus  in  a  brief  way  we  have  gone  over  a  great  subject, 
whose  earUer  history  was  closely  bound  up  with  the  origin  of 
the  government,  and  whose  later  history  is  glorified  with  an 
accumulation  of  wealth,  experience,  and  general  well-being 
that  is  the  marvel  of  the  world.  The  taxation  of  imports, 
which,  in  the  banning,  prevented  a  closer  union  of  the  States 
than  the  feeblest  combination,  and  possessing  no  common  life, 
finally  drew  them  by  the  imperious  force  of  necessity  into  a 
union  which  has  been  strengthening  with  the  years,  and  which 
long  ago  gained  sustenance  fix)m  a  more  enduring  principle 
than  that  fix)m  which  it  sprung.  In  this  long  interval  the 
taxing  of  imports  has  always  held  a  prominent  place  in  the 
national  l^islation,  and  has  caused  no  little  debate  and 
ill-feeling.  Is  the  gap  between  the  contending  parties  as  wide 
as  ever  ?  In  this  long  controversy  several  great  facts  have 
clearly  emerged  into  view,  with  the  statement  of  which  we 
may  fitly  close  our  chapter. 

The  first  fact  is  that  the  principle  of  protection  is  more 
completely  embedded  in  public  sentiment  than  in  any  former 
period.  The  evidence  is  abundant.  If  we  turn  to  the  con- 
duct of  political  parties,  we  see  that  the  platforms  built  from 
time  to  time  by  the  Itepublican  party  have  been  growing 
stronger.  The  Democratic  party,  while  not  equally  pronounced 
on  this  subject,  have,  nevertheless,  been  building  in  the  same 
diieGtion.    At  one  time  that  party  strongly  fistvored  fiee-trade. 
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passed  the  tariff  of  184G,  aad  adheml  tu  it;  but  ^thin  tbd  ] 
last  fifteea  years  espocially  their  platforma  liave  been  changing.* 

The  leaders  of  lx)tJi  parties  are  desirous  of  gcttlog  and  J 
***■'"' "g  the  votes  of  tlie  woge-worken,  who  alao  are  coa-  \ 
amnea.    The  political  leadere  ciearly  see  that  the  great  bodjr  \ 
of  wage-workers  favor  protoctioD,  aad  why  ?     Because  they  1 
are  surer  of  the  preservation  of  the  mai-ket  for  the  American  | 
maDofactnrer   and,  conscqucDtJy,  of  employcueut   for  theia- 
selvee;  and  l>ecause  prices  generally  are  not  uiireasouably  high  J 
in  oomporiaoo  with  those  received  for  their  labor,    The  woond  J 
&ct  is,  that  the  people  are  more  and  more  opjjosed  to  tlioeel 
radical  &rms   of  protectiuu  whereby  great  fortunes  can  be  I 
swiftly  acquired.     AVlienoc  it  follows  that   opuiion   on  tliis  I 
subject  ia  ntariug  a  ctntnil  line,  that  of  reasonable  proteotion^  1 
or  the  kind  (iiat  ia  truly  tbr  tlie  guiei^  weiikrc     TltaL  line 
16  unassailable,  and  behind  it  our  manuiacturers  can  work  and 
thrive  in  security.     If  they  attempt  to  go  beyond,  they  ezpoaa 
themselves  to  assault,  with  the  certainty  of  altimate  defeat. 

'  See  Appendix  A. 
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CHAPTER  Vni. 

COLLECTION  OF  THE  CUSTOMS  REVENUE. 

The  administration  of  the  customs-revenue  law  has  always 
been  difficult  and  unsatisfactory.  New  York  has  been  the 
chief  port  of  entry,  and  the  main  interest  of  this  chapter  cen- 
tres, therefore,  around  the  New- York  Custom-house. 

When  President  Lincoln  assumed  the  presidential  office, 
Hiram  Barney  was  confirmed  as  collector  of  that  port  Repub- 
licans soon  filled  most  of  the  offices  at  the  other  ports,  except 
the  Southern  ones,  which  were  closed.  When  the  war  ended 
the  Southern  ports  were  opened,  and  from  Eastportto  Browns- 
ville on  the  Eastern  coast,  and  irom  Port  Townsend  to  San 
Diego  on  the  Pacific,  and  along  the  Northern  border  from 
Ihiluth  to  Ogdensburg,  the  custom-house  existed,  and  a  large 
army  of  officials  were  administering  the  law.  When  Mr. 
Sherman  became  secretary  of  the  treasury,  he  strongly  recom- 
mended the  closing  of  many  of  these  offices  which  yielded  an 
insignificant  return,  and  so  did  Secretary  Folger.  Their  rec- 
ommendations were  disr^arded. 

The  principal  custom-house  officers  have  been  appointed 
by  the  President  and  confirmed  by  the  Senate.  Generally 
their  selection  has  been  from  the  State  in  which  they  were 
to  serve,  although  there  was  no  reason  for  doing  so.  The 
revenue  has  been  collected  for  a  public  purpose,  and  the 
mere  aoddent  of  location  of  the  ports  ought  not  to  have  been 
oonaidered  in  selecting  the  officers  for  administering  the  law. 


I''  I  ;lT?-r"-Kr  ".ir^i  inn-  JUi:  ;•— ii  i.-^r^'^i  ^  tti j-^y  «itIiirtTim» 
\;<-  j  ml  T"  T-r  ■'  >  liri-n.  ^-ii:>-r*  -Vinji  aa-r--;  beai  neonal- 
Iz:^:.  7 -  m  1'7"  -.-  1**1.  Tut-n  It  <r-->iikimir  was  the  oolr 
R»-ri:;iiia:i  -^iiar.  r  z-  tii  y-tT  'J  re  m  ttl;  i  powirttil  ptJic- 
iivi.  1-^.  ■*-:l'>k  !:*:  iiii-^I-  "'crr  IIr-:  ^t-  irc*  incniJius,  and 
'hr'ncr.  -/.t-ii  -::irr'L-««:  a  .i(-_nij  nliziir  ind'wmfe  Hi-*  powor 
■T.lr^;rjri»ti  ;=  1*7-.  Aa  i:ir'rriinri.:c  ut-:- iii*a5iir?  of  the 
X-^v-Vvrs:  ''.n.-r-t:i-ii:iL-T^.  T^;ii  -e,n:i  iiaswiiatelv  afw  the 
:na.-:£".rari'Ei':t  ?7«iM'iitin-  RijM.  Piv^aleiao  Little  ia^deo^, 
%:A  'r.fr  Pr»>itirE:  ■ii=t«r::ii::tti  z-.-  ^^ri«!e  the  wUeccor,  snr^ 
T.ij.-,r.  a.-j:  rjiril  --^i^r-,  JI-=^-r,  M^n-^n.  Graham,  and  Bmt 
v^XH  -Alrnr^l  :'.r  zt.':  puii.t=:.  Senator  Gi-nkliaa  was  oadlj 
'ipyi^A  t'j  ~Li=;  cLan^'e.  TL«  J:i~  r..mrii.w.i..n  had  fHidaed 
th*:ir  r^w.r.  -/i^-inj  a  -^l-ar  aii-i  •ii-pa'sioQate  history  of  the 
nt\rfi'iu'.-tn-\- ,rt  t-t'  :he  m-r. ■:j-i:..;..-r  iin-lor  Geneial  Arthur. 
Mr.  ."I.'n.'iiin  trrj.i.Trr.irrr-i  '.i,r  r^i-.r:  :■■  m-j  Hna^e,  and  after- 
warfl  -'lir  a  i'';ff>.-r  t-j  ih-j  >>ria!'.-,  i;i  wlJ-ih  he bri-jfly  and  calmly 
Fi'imrri;iri7/;il  fli':  '-Ki'-f '-har/fs  ajiin^t  tht-  '^tillector.' 

fi'-tif-nl  Arthur  p-i»ii'::<i,  sli>>«iiiu' that  some  of  the  secretarr'a 
-tiit*iri':iif-,  M*:r':  ';^T')n'^^ll-,  tliou;jh  Dot  tht  Weightier  matters 
fli'T'^iii  91:1-  forth  ;  f'lT  tliF.'V  wtri;  unan^werablo.  Xo  fraud 
w;i-  iirijiiit'^l  to  tln^  i.lfiii-r-  niinovwi,  but  their  atbni nitration 
w.'M  itjiJi'ltMl  wilL  iiii-ni'-ii-iir-y;  and  the  frau<1:i  of  subordiDates, 
wlitli-altviivH  [uriX'tnilMl,  <loiiV»tle!ia,  towime  extent,  had  grown 
itiiicli,  'I'lic  i-imU-^i  in  thi:  Senate  w>ntinuc(l  for  several  weeks, 
fii'liiii^  ill  till-  (■iitiliriiiiitioii  of  the  new  ap^MjiDtees  by  nine 
voti-."  Till-  Hivnliiry  of  the  tnMisurj-  exerted  himself  to  the 
iitiiiii.-l  tuHiKfi'i-d.forderciit  woiiKUiavcbeena  serious  thing  for 
llif  inltiniiiflnitiiin,  Si'iiatiirK  wore  jHTSonally  solicited  to  vote 
till- <-<ii]rrnn.-il inn,  mill  tlii-M-iiiiiKiils  uvrcdlc'etual.  Atfii^tiie 
■  I '..r  l.<ii.T niHl  n-iilv, hcv  N.  Y.  TitiiLm  Jnu.  -Jti,  1K79.       ■  For  collMtar. 
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Democrats  proposed  to  let  the  Republicans  fight  the  battle. 
Finally  they  joined  in  the  fray,  Senator  Bayard  making  the 
leading  speech  in  support  of  confirmation,  and  Senators  Voor- 
hees,  of  Indiana,  and  Keman,  of  New  York,  the  speeches  in 
opposition.  Twenty  Democratic  senators  voted  aye,  and 
five  no;  while  among  the  Kepublicans  the  aye  vote  was 
twelve  and  eighteen  voted  no.^  Thus,  without  the  Democratic 
support,  the  administration  would  have  been  defeated.  One 
objection  that  Senator  Keman  raised  to  the  new  collector  was 
his  career  &s  a  political  trickster,  and  that,  however  debased 
the  office  might  have  been  for  political  purposes,  (Jeneral 
Merritt  would  go  further.  His  prediction  was  not  fulfilled. 
General  Merritt  introduced  rational  methods,  the  business  of 
the  office  was  conducted  with  promptness,  favoritism  came  to 
an  end,  and  less  complaint  was  made  against  his  administration 
from  importers  than  had  been  made  for  a  long  period. 

The  contest  over  General  Merritt's  appointment,  though 
fierce  and  long  continued,  was,  after  all,  a  tame  afiair  com- 
pared with  that  over  his  successor,  Mr.  Robertson.  He  had 
been  an  enthusiastic  supporter  of  Mr.  Blaine  for  the  presi- 
dency, and  thus  had  incurred  the  ill-will  of  Mr.  Conkling. 
Mr.  Blaine,  who  was  now  secretary  of  state,  desired  that  Mr. 
Kobertson  should  be.  nominated  for  district-attorney  for  the 
Southern  district  of  New  York.  The  President,  at  first,  sent 
into  the  Senate  several  nominations  which  were  as  pleasing  to 
Mr.  Conkling  as  they  were  highly  displeasing  to  many  others 
of  his  party  outside,  and  especially  inside  his  own  State.  In 
order  to  square  the  account  somewhat,  and,  without  consulting 
Mr.  Blaine,  the  President  shortly  afterward  sent  into  the  Senate 
Mr.  Bobertson's  name  as  collector  of  the  port  of  New  York. 

'  This  indnded  one  Independent 
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Wheo  Uie  name  was  knowo  in  the  Senate,  Kir.  Conklii^  ww 
alow  to  discern  its  lucauing.  Like  Bruuswick's  fated  cliieftaiD 
at  the  Bni8t«k  ball  the  night  before  the  battle  of  "VVaterlvo,  hff, 
WBB  the  firet  to  hfar  the  sound  of  war  and  rush  into  die  frayt.j 
and  fell  almost  ss  suddenly,  ending  one  of  tLe  longest  and 
most  tnriHileDt  careers  of  political  bossism  ever  knows  in 
tJiifl  ooantry.  Action  on  the  uomiuatiun  was  delayed  many 
weeks.  The  President,  liaving  weakened  under  the  fierce  fire, 
of  his  adversary,  wished  to  withdraw  Mr.  Robeilson's 
but^  throogli  the  infiucim'  of  his  more  steady-minded 
tary  of  state  and  others,  he  was  prevented  from  yielding.  lal 
this  angry  conlcntion,  Mr.  Coukliug  n»iguod  iiis  aeat  itt'i 
the  Senate,  and  likewise  his  colleague,  [x)th  expecting  tlui! 
an  obedient  Ijcgi-^Iature  would  iniraedialely  n?-el«?t  tliem, 
thus  furnishing  them  with  a  kind  of  letter  of  marque  and  re- 
prisal to  wage  war  on  the  President.  The  L^;i8latare  delayed 
to  act  at  once,  and  the  people,  long  tired  of  Mr.  Conkling's 
rule,  finally  awoke  to  the  determination  of  delaying,  and,  if 
possible,  preventing  their  re-election.  Although  a  Iai|^  in»- 
joHty  of  the  legislature  were  in  their  &vor,  the  preaSDie 
iinally  brought  on  the  members  irom  without  to  vote  for  other 
men  was  tremendous.  Day  after  day  the  balloting 
without  accomplishing  anything.  Nevertheless,  every  d>y*ff 
del(iy  weakened  the  chanoea  of  re-electing  -the  ex-senatore. 
The  people  were  growing  bolder,  the  glamor  of  Mr.  Conk- 
ling's  name  was  passing  away,  and  those  who  were  looking 
aAer  themselves  sharply  did  not  &il  to  perceive  that  if  Mr. 
Robertson  were  confirmed  and  Mr.  Conkling  defeated,  his 
name  would  be  no  charm  with  the  administration.  Ai^r  a 
long  and  gtubboni  fight,  others  were  elected  to  the  vacant 
seats,  Mr.  Bobertsoa  was  oonfiimed  as  oolleotor,  anc 
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Conkling's  occupation  was  gone.  Mr.  Conkling  met  his  de- 
feat at  the  hands  of  his  friends  becaase  they  no  longer  dared 
thwart  the  popular  will.  Thus  may  we  hopefully  believe  that 
a  just  judgment  sooner  or  later  shall  overtake  all  who,  professing 
to  serve  the  people,  in  truth,  force  the  people  to  serve  selfish 
leaders  intent  on  perpetuating  and  strengthening  their  power. 

It  was  fitting  to  linger  over  these  two  appointments  because 
they  were  so  exceptional.  When  Mr.  Arthur  succeeded  to  the 
presidential  chair,  Mr.  Conkling  importuned  him  to  remove 
Mr.  Robertson.  The  President's  desire  to  gratify  his  friend 
was  very  strong.  Had  he  yielded,  however,  to  the  request  he 
would  have  embroiled  his  party  and  seriously  injured  his  own 
reputation.  The  President  merits  no  little  credit  for  resisting 
the  strong  pressure  from  his  most  intimate  friends,  who  were 
eager  to  overturn  the  custom-house,  and  to  convert  it  into  a 
place  for  hungry  politicians  and  the  cultivation  of  "  plums." 

The  expense  of  collecting  the  revenue  in  1861  was  defrayed 
by  a  semi-annual  appropriation  of  $1,800,000,  in  addition  to 
the  sums  received  from  fines,  penalties,  and  forfeitures  con- 
nected with  the  customs,  and  from  fees  paid  into  the  treasury 
by  customs  officers,  storage,  cartage,  drayage,  labor,  and  ser- 
vices. The  specific  appropriation  was  for  increasing  the  com- 
pensation to  those  collectors  and  other  officers  whose  percent- 
age on  all  moneys  received  by  them  for  duties  on  imports  and 
tonnage  was  inadequate. 

The  collecting  officers  have  sought  to  reap  the  largest 
rewards  they  could  in  two  ways :  by  the  legal  or  semi-l^al 
increase  of  expense  to  the  importers,  and  sometimes  by  finud. 
In  New  York^  where  the  complaints  have  been  the  most 
fieqaenty  a  long  series  of  vexatious  charges  to  importers  were 
looted  m  the  '^g^ieral  order''  business^  which  wiU  be  briefly 
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explBioed.  Al^er  a  verisel  had  entered  at  the  ciistom-lioos^  A 
certain  time  was  allowed  to  the  coiuigaee  of  merchandise  (or 
parang  the  duties  oiid  taking  ixj^session  of  the  goods.  AfW* 
that  time  had  exjiired,  a  general  order  was  given  by  the  collector 
of  the  port  to  <liricharge  the  eargOj  and  all  merchandise 
remaining  on  board  was  landed  and  delivered  info  the  custody 
of  the  costom-hoiise  officials.  Goods  discharged  under  this 
order  were  known  as  general  order  goods.  For  more  than 
fifty  yeais  five  days  were  allowed  for  this  pnrjtose.  la  1854 
th^  were  retluctd  to  threi',  and  in  1861  to  a  single  day.  The 
secretary  of  the  trmsurj-,  however,  so  interpreted  the  law  that 
importers  could  make  these  entries  and  remove  the  goods 
vithin  forty-eight  hours  after  the  arrival  of  the  vessel.  Prior 
to  1864,  the  time  was  so  ample  for  the  mcrchaut  to  pay  hla 
duties  and  taku  hh  guvils,  that  the  ^mall  (quantity  leii  to  be 
discharged  under  general  order  were  stored  hy  the  govern- 
ment. With  the  increase  of  steam  vessels,  the  time  wn 
shortened  at  the  request  of  the  ship  owners.  To  steamahm 
lines  having  r^ular  days  for  the  sailing  of  th«F  vessels,  ths 
prompt  unloading  of  their  cargoes  ^vas  absolutely  neoeamy. 

With  the  shortening  of  the  time,  importers  were  onaUe  to 
remove  as  many  of  their  goods  as  they  had  done  previoodT, 
and  the  remainder  were  put  into  a  "general  fjrder  store,"  by 
virtue  of  a  general  order  issued  by  the  collector.'  From  this- 
place  they  could  not  be  taken  mitil  all  <^i^&-  due  to  ths" 
warehouse  proprietor  had  been  ptdd.  These  consisted  of  the 
cartage  of  the  goods  irom  the  \'e8sel  to  such  stores,  and  tb^ 
storage.     The  treasury  r^ulation  rdating  to  the  matter  pi«.. 

>  TheCnnud  and  North  (Jermtn  Uq^dB  were  allowed  i  lie  slumge  of  such ' 
cUimad  goods  u  tbey  tmniported  in  th^  own  warehoiHiw,  irhich  ircn 
goremmmt  inperTision.    Senate  Beport,  Na  S27, 4S  Oaag^mnui 
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scribed  that  the  charges  should  "  not  exceed,  in  any  case,  the 
r^ular  rates  for  like  merchandise  at  the  port  of  importation/^ 
The  business  soon  assumed  large  proportions,  and  ^'the 
facile  opportunity  of  its  itemized  nature  admitting  the  con- 
stant absorption  of  small  unlawful  additions  thereto,  conspired 
to  render  its  concession  or  lease  eagerly  sought  after,  as,  in 
brokers'  phrase,  capable  of  being  made  a  good  thing."  When 
Henry  A.  Smythe  became  collector,  he  early  gauged  the  ap- 
preciable value  and  commercial  use  he  could  make  by  the  dis- 
posal of  the  general  order  business,  declaring,  as  he  did,  the 
very  first  day  of  his  official  life,  "The  North  Eiver  general 
order  business  is  the  big  plum  for  the  collector/'  Before  his 
confirmation  by  the  Senate,  possibly  before  his  nomination, 
even,  he  had  agreed  with  certain  persons  that  they  should  be 
pecuniarily  benefited  by  the  allotment  or  concession  of  the 
"plum  business."  Accordingly,  the  general  order  business 
was  farmed  out  in  an  extraordinary  manner,  and  the  "  l^al 
rates  and  charges  "  were  so  enormously  increased  as  to  arouse 
justly  the  indignation  of  importers.* 

'  *'  Lanman  and  Kemp  had  twenty  cases  of  quinine  in  Johnson's  waie* 
house,  the  legal  rates  and  figures  on  which  would  be  as  follows: 

Twenty  cases,  storage,  ten  cents  each, $2.00 

"         "      labor,  "  « 2.00 

«         «      cartage, 1.32 

5.32 
The  bill  was  rendered  as  follows : 

Twenty  cases,  storage,  fifty  cents  each, f  10.00 

"         "      hibor,  "  « 10.00 

"         «      cartage, 10.00 

80.00 
^li  was  testified  befixre  the  committee  that  bills  of  such  'make  up'  could 
beimdtiplied  akoost  od  tfi/Sii»ftin».''--Hoafle  Beport,  N^ 
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The  oommittee  who  investigaled  into  these  matters,  after  m 
long  "  ennutteratioii  of  Mr.  Smj-the's  profligate  pnictiws  in 
oonnectioD  with  the  New-York  Custom-Iioiisp,  paused  from  nO' 
tack  of  materiitl,  Ijelieving  the  findiug  abuudantly  suffieicnt  t» 
Trarrant  and  require  oiid  ensure  his  imineiliate  removal  from 
the  office  of  collector  of  the  port  of  New  York.'" 

The  evil  did  not  cease  with  the  ciiaiigo  of  a  collector.  Att 
the  goods  from  the  vessels  to  the  storage  warehoiisps  were  ro* 
quired  to  be  carried  by  a  cartage  bureau  created  by  the  oot^' 
lector.  Previously,  this  work  had  been  done  by  "  lucrchaata^, 
carmen,"  or  "  ship  carmen,"  who  were  licensed  by  tlie  collector, 
and  gave  bonds  for  the  delivery  of  the  merchandise  entrosted 
to  them.  The  new  system  was  illegal.  It  waa  indeed  th» 
creation  of  the  district  carmeo,  sanctioned,  it  ia  true,  by  the- 
collector.  It^  o&txm  and  agents  were  not  offioem  of  the  goipr 
emment,  gave  no  bonds,  yet  were  permitted  to  asrninw  an  alv 
solute  control  over  imported  merchandise.  The  merchoida  of 
New  York  claimed  that  as  they  gave  bonds  to  the  amoont  of 
double  the  dutiable  V'alue  of  their  goods  before  they  coold  ob- 
tain a  permit  for  their  removal  irom  the  docks,  and  having 
done  all  that  the  law  required  of  them,  they  should  be  allowed 
to  cart  their  own  goods  b)  the  bonded  warehouses  without  pay- 
ing the  bureau  tax,  from  whicli  they  received  no  benefit.  TSlA 
collector  established  rates  which  were  very  high,  though  not 
so  exorbitant  as  those  previously  charged  in  carrying  goods 
under  Mr.  Smythe'a  administration.  Secretsn'  Boutwell  or- 
dered the  atwlition  of  the  cart^e  bureaa  before  Mr.  Grinnell 
went  out  of  office.*    The  general  order  buainees,  however,  re- 

>  Hotue  Sepcfft,  No.  SO,  39  Cong.,  nomd  mwiimi. 

■See  ktter  to  N.  Y.  oolleotor,  iiay  S6,  ISIO,  Ex.  Dae,So.il3,  fl 
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mained.  The  new  collector,  too,  increased  it  by  closing  the 
warehouses  of  the  foreign  steamship  lines  in  Jersey  City  and 
Hoboken,  which  were  under  the  control  of  United  States  oflS- 
cers.  They  were  erected  on  the  wharves  of  the  steamship 
companies  in  order  that  goods  might  be  quickly  unladen,  and 
"the  practice  existed  for  many  years  to  the  satisfaction  of  all 
parties."  In  February,  1 870,  the  collector  "  ordered  that  all 
goods  discharged  under  general  order  should  be  sent  to  general 
order  stores  in  New  York  under  the  control  of  private  parties, 
where  they  were  charged  a  month's  storage,  although  removed 
by  the  owners  instantly  on  their  arrival."  The  Joint  Select 
Committee  on  Retrenchment  who  investigated  the  matter  at  this 
time  declared  that  they  were  able  to  discover  no  advantage  re- 
sulting from  the  change  "  to  any  one  except  parties  controlling 
the  general  order  business."  ^  The  reasons  given  by  the  col- 
lector for  taking  the  general  order  goods  away  from  tlie  Jersey 
City  and  Hoboken  stores  were,  that  they  were  unsafe,  and  that 
losses  resulted  therefrom  both  to  the  merchants  and  to  the  gov- 
ernment, that  they  were  also  used  for  bonded  goods,  and  that 
the  steamship  companies  or  their  agents  were  themselves  im- 
porters, having  their  own  goods  in  these  stores.  These  reasons 
were  imaginary,  and  the  committee  recommended  that  until  a 
preferable  system  should  be  devised,  merchandise  discharged 
imder  general  order  from  foreign  steamers  at  Jersey  City  and 
Hoboken  should  be  sent,  as  formerly,  to  general  order  stores 
on  the  docks  at  which  the  steamers  landed,  under  such  in- 
creased supervision  as  the  secretary  of  the  treasury  should 
direct.^ 

The  recommendation  was  not  executed  by  the  secretary  of 

^  Senate  Beport^  No.  227,  42  Cong^  second  session. 

*  Senate  Beport,  No.  380, 41  Cong.,  third  session. 
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pn^vioiLr  ditiurfs-i,  S^Dati>i>-  Bayard  and  Casecrly  nude  k 
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'  Senate  Ktpoit,  Xo.  237,  42  Cong^  KMOod  «»»inn. 
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gressional  series  of  investigations  into  the  methods  of  swelling 
the  returns  to  the  collector  at  the  chief  port  of  entry  in  our 
country. 

There  was  another  "  plum  "  for  the  collector  of  the  moiety 
variety,  which  attained  its  full  size  in  1873.  The  revenue  law 
of  1799  provided  that  every  collector,  naval  officer,  or  sur- 
veyor, who  had  cause  for  suspecting  a  concealment  in  any 
place  of  goods  on  which  duties  had  not  been  paid,  should  be 
entitled  to  a  warrant,  on  applying  to  a  justice  of  the  peace,  to 
enter  such  place  in  the  daytime,  and  "  seize  and  secure  the 
goods  for  trial."  This  law  authorized  the  seizure  of  suspected 
property,  but  not  private  books  and  papers,  for  the  purpose 
of  using  them  as  evidence  to  condemn  property.  The  law  of 
1863^  greatly  enlarged  the  power  of  the  collector  to  prevent 
and  punish  frauds  on  the  revenue.  This  Act  was  drawn  by 
the  solicitor  of  the  treasury,-  Mr.  Jordan,  and  by  it  he  had 
cc^nizance  of  frauds,  or  attempted  frauds  on  the  revenue,  and 
was  bound  to  exercise  a  general  supervision  of  measures  for 
their  prevention  and  detection,  and  for  the  prosecution  of  per- 
sons charged  with  committing  them.'  He  had  sole  control  of  the 
books  and  papers  seized  from  the  merchants  by  order  of  a  dis- 
trict judge  of  the  United  States,  and  on  his  recommendation 
any  claim  in  favor  of  the  government  could  be  compromised. 

'  Act,  March  3,  37  Cong.,  third  seasion,  chap.  76. 

*  The  office  of  solicitor  of  the  treasury  "was  created  in  1830,  May  29.  He 
had  charge  of  all  suits  or  actions  for  the  recovery  of  any  fine,  penalty,  or 
forfeitUTe.  He  had  also  power  to  instruct  district-attorneys,  marshals,  and 
clerks  of  the  federal  courts  in  all  matters  appertaining  to  suits,  in  which 
the  United  States  was  a  party  or  interested.  He  had  authority  to  establish 
regnlatjons  for  the  observance  of  collectors,  district-attorneys  and  marshahk 

*  FlroeeediDgB  of  Boston  Board  of  Trade  and  N.  Y.  Chamber  of  Com- 
meroe^  rtlating  to  revenue  laws,  1874. 
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WW-  I'vi'l'-iit.     "  n.-  kiKiw-i  tliat  liis  orolit  ii^  injured,  once  it 

i.-*  whij-pcnii  in  W'M  ■•In.t.t  tlisU  lit-  i:<  in  difGeiilty  with  the 

iniKt<im-hoii« ;  lie  knows,  liio,  that  if  the  report  of  such  an 

■llciiuc  Koi»ort,  Nu.  111,38  Cong.,  fint  «eauiMi. 
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imbroglio  gets  abroad,  his  foreign  credit  is  Impaired,  if  not 
destroyed ;  he  knows,  too,  that  without  the  possession  of  his 
store,  he  cannot  sell  hLs  goods  and  meet  his  paper ;  he  knows, 
too,  that  without  his  books  and  papers,  he  cannot  arrange  his 
balances  or  make  his  collections.  In  this  garroting  grip, 
therefore,  often  it  is  simply  a  question  with  him.  Shall  I  give 
up  a  part  and  save  something,  or  stand  and  contend,  not  with 
harpies  of  the  law,  not  with  the  mere  minions  of  office,  but 
with  the  myrmidons  of  the  government  itself?  Is  it  any 
wonder  then,  that,  though  conscious  of  no  wrong,  of  perfect 
rectitude  of  intentions,  when  brought  into  the  dissecting-room 
of  the  seizure  bureau,  he  surceases  opposition,  allows  the  flesh 
pounds,  blood  and  all,  to  be  taken,  and  goes  out,  perchance, 
not  a  malcontent,  but  with  new  views  of  the  laws  and  justice 
of  the  country." ' 

The  seizures  multiplied  in  number,  and  "  revenue  officers 
from  habit  became  more  fearless,  if  not  less  scrupulous  in 
their  proceedings."  Yet  the  law  remained  in  force.  In 
1872  an  investigating  committee  of  the  Senate  plainly  recom- 
mended that  "  moieties  should  not  be  allowed  to  officers  of 
the  customs,  except  in  the  case  of  smuggled  goods  seized. 
When  goods  are  entered  at  the  custom-house  there  should 
be  no  cheating  in  quantities  or  values.  But  the  government 
should  not  bribe  them  to  be  defrauded  by  holding  up  to 
them  great  fortunes  for  detecting  the  fraud.  The  hasband- 
man  who  pays  his  harvester  a  meagre  salary  for  gathering 
grain,  but  ofiers  him  one-half  for  gleaning  all  that  his  own 
rake  passes  over,  should  not  be  surprised  to  learn  that  his 
servant  rakes  slovenly."^ 

1  House  Beporty  No.  30,  39  Cong.,  second  session. 
'  Senate  Beport,  No.  2Z7, 42  Cong.,  second  session. 
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The  informers,  nevertheless,  busily  continued  their  woA 
amid  the  iucruasiug  growls  aad  lomentatioDe  of  the  importras. 
CoQgrtiSfi  looked  ou,  the  secretary  of  the  tieaiiury  kept  aileD^ 
tlie  uen'S])apers  promptly  announced  tlie  victims,  and  described 
the  proceedings  agoiust  them.  In  1873  this  singular  busineM 
reached  it»  height,  when  the  loug-established  and  honorable 
house  of  PheljB,  Dodge  &  Comi«my  was  attacked.  The 
special  agent  of  the  treasury  who  conducted  the  prooeedin^ 
was  Mr.  Jayne.  The  amouut  demanded  of  the  firm  was 
eoormous.  Au  explanation  of  the  demaud  is  worth  giving, 
because  it  will  show  not  only  the  uprightness  of  the  finn  in 
dealing  with  the  government,  but  also  the  barbarous  condition 
of  the  law  which  regulated  the  mode  of  importing.  The  law 
.  provided  that  duties  on  merchandise  should  be  assessed  on 
"  the  actual  market  value  or  wholesale  price  thereof  at  the 
IKTiodof  exiMJrtatiou  iu  the  priiiciiKil  m.irkets  of  the  countiy" 
whence  imported.  AnothtT  provision  of  the  law  declared 
that  wlien  the  goods  were  jnirchasoil  and  not  riimply  con^ned 
to  a  jiiirty  iu  this  coimtry,  the  invoice  ac-companying  the 
g<xtd.s  must  declare  their  actual  cost,  which,  though  apparently 
a  simjile  reqniroinorif,  wa.s  in  some  eases  a  very  difficult  one, 
as  will  soou  a]i[)ear.  At  the  time  of  tliis  particular  seizure,  a 
ruling  of  the  treasury  dcp:irtiuent  existed  which  increased  the 
complexity  of  the  im])orting  biLfiness.  All  purchased  goods 
must  be  entered  at  the  custom-house  at  their  actual  cost-  when 
that  was  higher  than  their  market  value  at  the  time  of  shijH 
meiit,  but  at  their  market  value  when  that  was  higher  than 
their  actual  cost.  For  many  years  the  firm  had  berai  an 
cnonnous  importer  of  tin,  and  in  ascertaining  its  value  geneiv 
ally  at  the  time  of  shipment  at  Liverpool  no  difficulty  had 
occurred.     From   time   to   time,   however,   Email   q^uantitiea 
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would  be  received  at  Liverpool,  mostly  extra  and  unusual 
sizes,  in  fulfillment  of  old  orders,  and  to  value  these  correctly 
was  not  easy  without  much  delay  in  forwarding  them.  It  was 
not  difficult  to  ascertain  their  market  price,  but  what  was  the 
contract  price  ?  These  were  usually  the  remnants  of  contracts 
delivered  long  after  the  time  stipulated,  and  as  a  deduction 
when  settling  such  contracts  was  probable,  their  actual  cost 
was  not  fixed,  but  contingent.  The  representative  of  the  firm 
at  Liverpool  met  these  difficulties  by  marking  up  the  price  of|( 
the  items  in  an  invoice  whenever  an  advance  had  occurred 
between  the  time  of  buying  and  of  shipping,  and  of  fixing 
the  price  of  the  smaller  items,  thus  shipped  long  after  they 
were  ordered,  at  their  market  price.  Although  it  was  shown 
during  the  investigation  of  this  affiiir,  that  while  the  repre- 
sentative had,  in  a  few  instances,  slightly  valued  items  at  less 
than  their  cost  price,  in  fi^r  more  instances,  and  for  larger 
amoimts,  he  had  valued  the  goods  sent  above  their  cost  and 
actual  market  valuation,  so  that,  r^arding  the  importations 
of  the  firm  as  one  transaction,  the  treasury  had  received  more 
than  it  could  have  demanded  by  any  construction  of  the  law^ 
or  r^ulations  of  the  treasury  department. 

An  undervaluation,  however  slight,  subjected  an  entire 
invoice  to  forfeiture,*  and  as  the  invoices  of  the  firm  were  ofljen 
for  large  amounts,  a  few  small  departures  from  a  correct  valu- 

^  Secretary  Boutwell,  in  the  annual  treasury  report  for  1871,  remarked: 
''One  of  the  difficulties  which  the  department  has  to  meet  frequently 
is,  that  the  customs  officers  have  an  interest  in  the  proceedings  for  the  dis- 
covery of  fraud,  the  settlement  of  cases,  or  in  the  prosecution  of  them  which 
Jfl  different  from  the  real  interest  of  the  government,  and  as  a  necessary  re- 
solty  the  oondnct  of  such  officers  is  open  to  suspicion,  both  on  the  part  of 
llioae  who  are  punned  by  them,  and  the  government  they  ostensibly 

n 
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atiyn  resultol  in  polling  up  a  heavy  bill  i^ainst  the  oonoeni. 
This  may  be  seen,  ix!rhai>fi,  niDra  clearly  by  the  tbllowing 
tol)le  of  four  invoices  which  fairly  represented  all  the  invoioes 
during  the  jioriod  in  controversy : 
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Ml'.  Dixlge,  the  ^t'uinr  partner  in  the  house,  wliosc  innocence 
wiL«  belicvwl  even  l)y  Mr.  Jtiyue  Iiiinsell',  narrjteJ  the  history 
of  the  seizure  before  a  (wniniittec  of  Coiigi-css.  lu  conclud- 
ing liiri  fjlatonient,  he  rfuiarkixl:  1.  Tiiat  the  total  auiount 
of  imp^irtatiuus  l»y  liii<  house  in  tlie  five  years  ending  with 
1H72  wiL-i  §;JO,0(IO,000.  2.  Tliat  iu  a  careful  examination 
of  tlu'se  inipurtaticiiLs  t^oiuc  articles  were  fouiiil  m  diiferent 
iuvi'iivs  wliit'h,  it  was  <;Iaimc<l,  were  luidervaluod,  and  that 
the  total  amount  of  th.ve  was  ?l,75(t,00O.  3.  That  the 
total  amount  of  the  articles  claimed  to  be  undervalued  v.tia 
$271,017,^3.  4.  That  the  total  amount  of  the  undervalu- 
ation claimed  was  $6,658.78.  5.  That  tlie  total  amount 
of  duties  claimed  to  Ix.-  lost  was  §1,664.68.  The  deficiency 
in  the  amount  of  duty  w:is  so  amaW  <»mpared  with  the 
cnormouK  ti'amsaetioiis  of  the  firm,  tliat  only  the  most  highly 
prone  to  susri»ect  ^vroug-doing  will  imagine  that  the  importers, 
in    that   case,   ever  intended    to  deiraud    the  govenuDOit. 
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"These  facts,"  said  Mr.  Dodge,  in  his  statement,  "do  not 
famish  the  least  evidence  of  intent  to  evade  the  customs  law, 
especially  when  taken  in  connection  with  the  fact  that  in  one 
of  these  years  we  paid  duties  on  overvaluation  of  our  invoices 
of  over  $260,000,  to  make  them  equal  to  market  value.  Our 
error  was  in  entering  them  at  a  fraction  less  than  contract  cost 
in  trying  to  meet  market-value,  and  that  only  to  an  extent  so 
small  compared  with  the  large  amount  invoiced  above  cost  as 
to  preclude  all  idea  of  wrong  intent."  ^ 

This  seizure  finally  awoke  the  country,  and  the  law  was 
repealed.^  The  fruitfulness  of  this  plum  tree  to  the  collectors 
can  be  best  shown  by  figures :» 

Hiram  Barney  received  from  April  8, 1861,  to  Sep.  4, 1864,  $64,607.29 

Simeon  Draper  "  ''  Sept.  8,  1864,  to  Aug.  3, 1865,  55,014.55 

Preston  King  "  "  Sept.  1, 1865,  to  May  15, 1866,  33,166.94 

Heniy  A.  Smythe  "  "  May  16, 1866,  to  Mar.  31, 1869,  102,710.13 

MoBesROrinneU  "  «  April  1, 1869,  to  July  20, 1870,  41,304.60 

Thomas  Murphy  "  "  July  21, 1870,  to  Nw.  30, 1871,  55,997.54 

CJhcster  A,  Arthur  "  "  Dec  1, 1871,  to  Nov.  30, 1873,  56,120.21 

If  the  collectors,  in  seeking  to  enrich  themselves,  as  above 
described,  vexed  the  souls  of  the  importers,  and  covered  the 
government  with  discredit,  the  minor  officials  of  the  govern- 
ment have  enlarged  their  income  in  ways  not  less  opposed 
to  honesty  and  good  governing.  From  an  early  period  money 
has  been  paid  as  bribes  to  inspectors  and  appraisers  to  secure 
the  passage  of  goods  without  paying  duty,  or  less  than  the 
legal  amount     In  these  cases  the  government  has  suffered, 

*  History  of  the  E^roceedings  in  the  case  of  Phelps,  Dodge  &  Co. 

'  See  Secretary  BoutwelPs  letter  on  abolishing  fines  and  moieties,  Ex. 
Doc^  Ka  28S,  41  Cong.,  second  session. 

'  Jwkjntfn  testimony  before  the  Committee  of  Ways  and  Means,  Mis.  Doa^ 
Ka  864^  48  Coqg.,  fizst  session. 
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while  the  bribers  and  tlic  bribed  have  been  the  gainers.  In 
many  of  the  investigations  ordered  by  Congress,  evidenoe 
has  been  adduced  of  these  practices,  especially  by  the  Jay 
commission.^  Their  second  report  showed  that  it  was  a  com- 
mon practice  among  entry  clerks,  weighers,  gangers,  inspectors, 
and  storekeepers  to  receive  from  importers  and  brokers  irregu- 
lar fees  in  the  nature  of  bribes.  This  practice  was  a  matter 
of  general  notoriety  in  the  custom-house,  nor  did  it  "  appear 
that  any  effort  was  made  by  the  collector,  naval  officer,  or 
surveyor  to  suppress  it."  ^  In  investigating  claims  known  as 
^^  charges  and  commission  cases,''  the  fact  was  disclosed  that 
the  clerks  thus  engaged  in  making  up  statements  of  refunds, 
received  gratuities  from  attorneys.  If  this  hasty  peep  into 
the  work  of  the  New- York  Custom-house  will  not  suffice,  the 
luminous  record  of  that  institution  is  accessible  to  all.' 

In  administering  the  revenue  law,  the  officers  of  the  govern- 
ment have  encouutored  two  otlier  cliissts  of  difficulties  of  the 
gravest  character,  one  cliiss  relating  to  a  proper  construction  of 
the  law,  and  liic  other  to  undervaluations.  Some  of  tlie  diffi- 
culties in  construing  the  law  will  first  be  consideral. 

It  would  be  quite  impossible  to  enact  a  tariff  law  so  trans- 
parent that  the  wisest  even  could  sec  through  every  jwrtion. 
All  laws  are  capable  of  different  constructions.  The  law 
reports  are  filled  with  cases  explaining  the  meaning  of  statutes. 
The  mind  of  man  is  curious,  and  he  can  raise  innumerable 
questions.  Even  the  most  familiar  principles  of  common  law 
are  subject  to  daily  modification.  The  numerous  law  reports 
containing  the  decisions  of  the  courts  are  the  record  of  the 

*  Kx.  DoCj  No.  8,  45  Cong.,  first  session. 

^  >:'ecretai7  Sherman's  letter  to  Pres.  of  U.  S.  Senate,  Jan.  15, 1879. 

'  See  reports  of  investigating  committees  herein  cited,  and  page  519. 
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doubtings  and  disputings  of  men  concerning  the  law.  The 
tariff  is  a  highly  complex  law,  and  its  meaning  can  not  always 
be  easily  gathered.  Nevertheless,  a  swift  mode  of  determining 
it  has  been  provided,  which  may  be  briefly  explained.  The 
duties  of  the  customs  ofi&cers,  with  respect  to  goods,  are  two- 
fold— ^the  determination  of  the  particular  class  under  which 
they  are  to  be  assessed,  and  the  appraisal  of  them  to  determine 
their  value.  The  valuing  of  them  is  done  by  the  appraiser, 
and  if  that  be  satisfactory  to  the  collector  and  the  importer, 
the  work  is  done ;  if  not  satisfactory,  the  collector  may  order  a 
re-appraisal  if  he  thinks  proper,  or  the  importer,  if  dissatisfied, 
may  claim  a  re-appraisal.  The  apj^)eal  is  made  to  a  merchant 
appraiser.  He  is  supposed  to  be  skilled  in  the  article  to  be 
submitted  to  his  decision.  He  is  appointed  by  the  collector, 
and  one  of  the  four  general  appraisers  in  the  principal  ports 
sits  with  him,  and  their  decision  on  the  value  of  the  goods  is 
decisive,  if  they  agree.  If  they  do  not,  the  collector  decides 
the  matter,  and  his  decision  is  final.  From  it  the  importer 
cannot  appeal,  either  to  the  secretar}",  or  to  the  courts.  In 
classifying  imports,  the  collector  determines  whether  they  are 
iron  or  steel,  cotton  or  wool,  or  belong  to  a  particular  speci- 
fication under  those  or  other  heads.  The  work  is  usually  done 
in  the  appraiser's  office.  The  appraisers  report  to  the  collector 
the  class  to  which  the  goods  belong.  He  not  knowing  as  many 
•of  the  details  as  they,  usually  accepts  their  classification,  and, 
if  it  be  wrong,  an  appeal  is  taken  from  the  collector  to  the 
secretary  of  the  treasur}\  In  doing  this,  a  protest  is  first  filed 
with  the  collector,  stating,  in  a  general  way,  that  the  importer 
is  dissatisfied  with  the  classification,  how  the  goods  were  class- 
ified, and  how  they  should  be.  If  the  collector  declines  to 
dumge  it^  the  papers  are  sent  to  the  secretary,  and  are  referred 
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to  the  customs  division  of  the  treasury  department.  If  the 
question  involved  is  one  of  routine  (and  most  questions  are)  the 
chief  of  the  division  prepares  an  answer  for  the  signature  of 
the  second  assistant  of  the  treasury  to  sign^  who  is  charged 
with  the  supervision  of  the  customs  duties.  If  the  question 
be  doubtful,  or  a  new  one,  the  chief  calls  on  the  assistant  sec- 
retary, and  the  two  hold  a  consultation,  after  which  the  former 
prepares  an  answer  for  the  signature  of  the  other.  If  the 
question  is  thought  very  important,  the  assistant  goes  to  the 
secretary,  and  the  two  consider  the  question.  If  they  are  in 
doubt,  the  opinion  of  the  solicitor  or  the  attorney-general  is 
asked.  Having  formed  an  opinion,  on  the  best  advice  he  can 
obtain,  the  secretary  renders  his  decision  or  answer.  If  he 
approves  the  action  of  the  collector,  the  im|>orter  can  bring  a 
suit,  if  dissatisfial,  within  a  fixed  time  for  the  determination  of 
the  question  by  the  court.     Tlic  dooi.sion  thus  rendered  is  final. 

The  great  multitude  of  (jucstions  that  arise  in  the  collectors' 
offices,  and  which  go  from  them  to  the  treasury  department, 
stop  with  the  answers  rendered  by  the  secretai*}',  or  his  assist- 
ant. Nevertheless,  the  oases  api>ealed  to  the  courts  are  so 
numerous  tliat  an  attempt  has  been  made  to  establish  a  special 
tribunal  or  customs  court  to  trj-  them.  Were  this  done,  the 
federal  courts  would  bc^  relieved  of  that  class  of  cases,  and  the 
(liirerences  between  the  importers  and  the  govenmient  would 
Ix^  more  siKX^dily  adjusted.  The  existing  method,  however,  is 
exjKditious,  except  appeals  to  the  courts,  and  if  officials  were 
always  competent  and  honest,  some  of  the  evils  in  administer- 
injx  the  law  would  disap|)ear. 

Many  questions,  however,  are  so  enmeshed  in  the  law  that 
it  is  difficult  to  extricate  a  satisfactory  answer.  Of  oourse, 
when  the  secretary,  or  his  assistant,  renders  a  decision  which 
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is  accepted;  the  path  of  the  collectors  Is  rendered  easier.  But 
when  an  ap{Xial  is  taken  to  a  court,  and  a  jury  at  one  time 
renders  a  decision  one  way,  and  a  few  weeks  afterward, 
in  a  similar  case,  decides  diiferently,  then  what  sliall  the 
collectors  do  ?  Shall  tliey  follow  the  decision  of  the  first  jury, 
or  that  of  the  second  ?  If  they  follow  the  fir«t  until  the  second 
is  renderal,  and  then  follow  tliat,  suppose  the.  next  higher 
court  shall  reverse  the  decision  in  the  second  catie,  or  suppose 
the  supreme  court  shall  finally  reverse  the  decision  of  the 
court  below  ?  This  Ls  one  set  of  troubles  for  the  collector. 
There  is  another,  and  more  common  set.  A  judge  of  the  dis- 
trict court  in  Xew  York  will  render  a  decision,  and  a  judge  in 
another  district  will  render  a  diflerent  decision ;  who  is  right?* 
And  if  the  collector  in  each  district  follows  the  last  decbion 
rendered  by  the  tribimal  in  his  district  until  a  decision  is 
rendered  by  the  supreme  tribunal,  the  importers,  in  the  mean- 
time, pay  difierent  rates  of  duty,  and,  therefore,  some  are  able, 
through  the  uncertainty  of  the  law,  to  obtain  an  advantage 
over  others  in  selling  their  goods. 

These  diflSculties  may  be  shown  in  a  few  of  the  many  cases. 
The  ordinary  reader  would  suppose  that  the  question  whether 
a  custom  article  was  iron  or  steel  might  l)e  settled  without 
difiSculty.  Difierent  rates  of  duty  have  been  im{)osed  on  the 
two  metals,  and  hence  the  necessity  of  answering  the  question. 
A  lawsuit,  lasting  several  weeks,  was  tried  in  Boston  in 
1882,  involving  that  question,  and,  notwithstanding  all  the 
evidence  offered,  and  the  skill  employed  to  ascertain  the  truth, 
the  result  was  not  accepted  as  conclusive  by  the  defeated 
party.  The  cotton-tie  controversy  has  been  one  of  the  most 
important  under  the  tariff^  law.    The  law  prescribed  a  much 

^Xeitunaqr  of  Ajsiitaiii  SecreUiy  French  before  the  Tariff  Commi«ioii. 
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higher  rate  for  hoop-iron  than  for  manufactures  of  iron.  The 
cotton-tic  was  a  piece  of  hoop-iron  eleven  feet  long,  and,  at 
first,  with  a  buckle  riveted  to  one  end.  That  was  classed  as  a 
manufacture  of  iron,  and  subjected  to  thirty-five  jx^r  cent  duty. 
The  treasury  de])artment  so  ruled,  and  was  afterward  sustained 
by  a  jury.  Then  the  importers  found  there  was  no  need  of 
riveting  on  the  buckle,  and  the  hoops  were  sent  in  packages, 
and  the  buckles  were  strung  together.  Then  the  manu&o- 
turers  claimed  that  the  article  thus  imported  was  hoop-iron. 
The  treasury  department  finally  decided  that  a  cotton-tie  which 
had  not  a  buckle  on  it  Avas  hooj)-iron,  and  should  bear  the 
higher  duty  imposed  on  tliat  article.  An  equally  vexatious 
question  arose  over  cut  hoops  with  holes  punched  for  rivets. 
The  department,  at  first,  ruled  that  this  was  hoop-iron.  An 
apj)eal  was  taken  to  the  court,  and  these  cases  were  tried  by 
the  jury.  In  the  fii'st,  they  found  a  venlict  for  the  importer, 
but  it  was  set  aside ;  in  the  second  case  they  disagreed  ;  in  the 
third,  they  found  a  verdict  for  the  importer.  The  govern- 
ment ac(][uiesce<;l  iu  tlie  decision  until  1878,  when  Mr.  Sher- 
man, wlio  wiu^  secretary  of  tlic  treasury,  sent  a  communication 
to  Congress,  announcing  that  he  was  reconsidering  the  question, 
and  should  reverse  the  decision  of  the  third  jury  if  no  legis- 
lation was  had  on  the  subject.  He  did  so,  thus  subjecting  the 
hoops  to  the  duty  on  hoop-iron.  When  this  treasur}'  decision 
was  made,  importers  came  immediately  to  Congress,  and  to 
the  treasury  department,  and  said,  "  We  were  misled  by  this 
decision  of  the  department,  and  have  invested  our  money,  and 
our  merchandise  is  on  the  way.  We  are  willing  to  pay  the 
duty  fixed  by  the  department  when  we  ordered  the  goods,  but 
we  are  not  willing  to  pay  three  times  as  large  an  amount,  and 
will  not  do  it"    Congress  listened,  and  granted  relief  oa  all 
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importations  covering  a  certain  period.     The  Standard  Oil 
Company  was  the  heaviest  importer. 

Other  questions  arose  over  a  section  of  the  tariff  prescribing 
the  duty  on  articles  of  which  silk  was  "  the  component  mate- 
rial of  chief  value."  The  appraisers  and  examiners  had  great 
difficulty  in  determining  the  actual  proportions  found  in  such  an 
article.  Moreover,  what  did  the  words  "chief  value"  mean? 
Must  the  article  be  more  than  half  silk,  or  must  silk  be  only 
more  than  either  of  the  other  components,  to  come  under  that 
designation?  A  section  of  the  law  in  operation  before  1883 
contained  a  proviso  that  it  "  should  not  apply  to  merchandise 
which  had  as  a  component  material  twenty-five  per  centum  or 
over  in  value  of  cotton."  Under  that  section  the  question 
arose  whether  a  certain  article  had  more  than  twenty-five  per 
cent  in  value  of  cotton  in  it.  The  question  was  given  to 
experts.  They  said  if  Sea  Island  cotton  were  used,  there  Avas 
more  than  twenty-five  per  cent  in  it ;  if  common  cotton,  less 
than  that  amount,  but  "  nobody  can  determine  whether  it  is 
Sea  Island  cotton  or  not^" 

Ambiguities  were  created  by  using  terms  too  loosely.  "  Goods 
of  a  like  description,"  and  "goods  for  similar  use,"  Avere  traps 
wherein  many  an  importer  was  caught.  What  did  they  mean — 
similarity  of  use,  similarity  of  structure  in  the  weaving,  simi- 
larity of  materials,  or  some  other?  This  ambiguity  ran  through 
the  warp  of  the  cotton  tariff.  Another  kind  of  ambiguity  arose 
by  so  describing  articles  as  to  put  them  under  different  classes. 

These  difficulties,  occasioned  through  lack  of  wisdom,  were 
numerous  and  bad  enough,  yet  were  not  the  worst.  New  ar- 
ticles were  constantly  made  and  imported,  and  many  a  vexa- 
tioiis  question  arose  as  to  classifying  them.  In  many  cases 
tbcy  were  prodnoed  in  order  to  evade  the  duties  imposed  by 
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the  law^  or  to  slip  through  at  lower  rates.  For  example,  the 
law  enacted  that  nickel  should  be  assessed  at  thirty  cents  a 
pound,  and  nickel  alloy  at  two-thirds  that  rate.  Importers 
accordingly  combined  copper  with  the  nickel  in  order  to  evade 
the  higher  duty.  At  first,  the  combination  contained  about 
fifty  \yeT  cent  of  copper ;  finding  that  the  fraud  worked  well, 
importei's  grew  bolder  and  imported  an  article  containing 
ninety-five  i>er  cent  of  nickel  and  five  per  cent  of  copper.* 
Though  no  one  doubted  that  the  object  of  the  combination  was 
to  defeat  the  law,  the  treasury  dei)artment  could  find  no  rem- 
edy ;  for  had  not  the  Supreme  C-ourt  of  the  United  States  de- 
cided that  if  im|K)rters  colored  sugar  artificially  for  the  purpose 
of  lessening  the  duty,  they  had  a  right  to  do  so.  The  duty  on 
sugar  wa.s  determinal  by  color,  instead  of  saccharine  strength, 
and  by  coloring  it  with  black  molasses  in  a  vacuum  pan,  sugar 
of  the  highest  (luality  was  rc<lucxi<l  to  the  lowest  and  was  as- 
sessed, therefore,  for  only  the  smallest  duty.^  But  yet  the  law 
was  not  always  su(X'ess fully  evaded  by  the  im|K)rter.  One 
section  providcxl  tliat  all  niaoliinery  comjKjsed  in  part  of  iron 
and  steel  sliould  l)e  subjected  to  the  higher  steel  duty.  An 
individual  imported  a  valuable  machine  nitule  wholly  of  iron, 
except  a  small  steel  spring.  That  spring  proval  a  very  costly 
accompaniment,  for  by  this  w^as  the  classification  determined. 

Having  now  shown  the  principal  difficulties  in  classifying 
dutiable  go(xls,  we  shall  consider  some  of  the  difficulties 
encounteral  in  ascertaining  the  correct  valuation  on  which 
the  duty  is  asseji>scd.  With  honest  imj>orters,  of  coarse,  no 
difficulty  exists.     Unhappily,  very  many  importers  are  not  of 

^  The  Duty  on  Nickel,  by  Joseph  Wharton. 

'  For  effects  of  the  Hawaii  treaty  on  sngar  intereBt8|  see  £L  A.  Brown^i 
Concise  B^sum^  of  Sugar  Tarif  Topics. 
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this  type,  and  the  practices  to  which  they  Iiave  resorted  in 
order  to  reduce  the  assessable  valuation  would  require  volumes 
to  describe.  "  The  ingenuity  and  depravity  alike  of  the  Old 
World  and  our  own  have  been  ceaselessly  employed  in  devising 
means  ipid  perfecting  plaas  for  defrauding  our  revenues  and 
evading  our  customs  laws.  There  is  scarcely  any  kind  or 
description  of  merchandise  subject  to  ad  valorem  duty,  im- 
ported into  this  countr}'  from  beyond  the  seas,  but  has  been 
or  is  being  underN-aluod,  more  or  less."  * 

Tlie  practice  of  undervaluing  lias  been  increasing,  especially 
since  the  repeal  of  the  moiety  Act  in  1874,  by  which  the  gov- 
ernment has  since  withheld  the  power  really  to  punish  fraud 
when  discovered.  The  castora-house  records  at  our  princi{)al 
ports  show  numberless  instances  where  invoice  values  have 
been  advanced  by  local  appraisers  ten,  twenty,  thirty  per  cent, 
in  order  to  reach  the  market  value  of  the  goods  assessed,  and 
such  advances  have  been  sustained  by  reap]:)raising  boards 
when  appeals  have  been  taken.  An  undervaluation  of  two 
hundred  per  cent,  or  even  one-tenth  of  that  amount,  pivsui)- 
poses  fraud,  and  often  the  circuni^^tances  attending  slighter 
undervaluations  are  such  as  to  convince  the  ciLstoni-house 
oificers  of  the  fraudulent  intent  of  the  inii>orter.  lly  the  law 
repealing  the  moiety  Act,  it  is  practically  out  of  the  <|UCHtion 
to  forfeit  the  goods,  imjxxse  a  fine,  or  punish  the  guilty  parties, 
for  where  the  fraud  is  proved,  in  order  to  recover  and  scMMins 
the  punishment  of  the  offenders,  the  iixd  nuist  l)e  c^tablishi^l 
as  a  separate  proposition,  not  only  that  the  act  or  omisHioii 
was  intentional,  but  that  it  was  done  or  omitted  with  intent 
to  defiraud  the  revenue,  which  ordinarily  is  rendenKl  almost 

^  Mr.  nchenor,  special  agent  of  the  Treaa.  Departmenti  Tariff  Coiiiniia* 

n»,p.2469. 
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impoeaible  by  the  inability  of  the  officers  of  the  government 
to  seize  or  to  gain  aoeesa  t«  the  offcndor'e  books  and  (lapensL 
If  it  is  proved  that  a  man  of  sound  mind  has  violated  any 
other  law  beside  this,  it  is  preBumed  that  he  did  so  with  tito 
iiitention  of  violating  it.  Under  t^  statnte,  thon^  tiba 
evidemn  be  oondnsive  of  the  importer's  disr^ard  or  violatkin 
of  the  law  for  the  purpose  of  gain,  the  government  must  peon 
tbat  he  did  so  with  intent  to  defraod  the  revenoe^  wUbIi 
involves  the  neceesify  of  proving  that  he  had  a  fiiU  knoidedgl 
of  the  law,  a  requirement  which  can  rarely  be  iiiUiIled.* 
Congrees,  when  moved  by  the  unwise  administi-ation  of  the 
.  moiety  law  of  1863,  went  too  &r  in  shielding  wroi^-docrs, 
and  they  are  now  vigoroasly  floarisbing  the  painful  evidence  of 
the  weakness  of  oar  government  to  enforce  its  laws.  In  view 
of  the  recent  history  of  the  administration  of  the  revenue  laiwn, 
the  remarks  of  a  coinmittee  of  Congress  in  1872  are  not  out  of 
place  here.  "  If,  in  spite  of  all  the  vi^lance  and  fidelity  HuJi 
can  be  secured  in  the  custom-house,  fraads  are  peipdmted, 
other  agents  of  the  government  should  be  stimulated  to  foret 
them  out  and  expose  them,  and  if  they  do  not  always  nnco>ver 
their  heads  while  investigating  such  alleged  irauds,  as  it  is  ocMi^ 
plained  some  of  the  special  agents  of  the  treasury  do  not^  it 
is  probably  better  to  tolerate  even  that  outrage  upon  good 
manners  rather  than  allow  the'&auds  to  go  on  imprevemted.*" 
The  most  general  mode  of  tmdervaluing  is  efieoted  if 
consigning  foreign  goods  to  agents  in  this  oowatty.  By  re- 
sorting to  this  method,  the  avenue  of  iufimnation  nJating  to 
the  market  value  of  such  goods  in  the  coontiy  of  production 
is  dosed.    It  is  the  pmctioe  of  many  mannfiwtmttt^  aad  ship- 

■  ^uiff  Oommlnan,  p.  2489. 

*  S«Mto  Bepoit,  Ko.  2S7,  tt  Qag^  moobI  •«#» 
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pers  thus  consigning  their  goods^  to  make  them  of  such  a 
width  or  style  from  those  in  the  home  market  as  to  render 
identification  for  valuation  not  easy.  For  a  long  period 
extensive  importers  have  been  unable  in  a  r^ular  way  to 
purchase  abroad  many  of  the  most  important  articles  of  mer- 
chandise made  there,  and  have  been  obliged  to  buy  them^  to 
be  delivered  through  commission  agents  in  this  country,  at 
the  dollar  price,  duty  paid.  This  mode  is  becoming  more  and 
more  general,  and  its  disastrous  effects  both  on  the  revenue  and 
the  legitimate  importing  trade  are  becoming  more  marked 
every  year.  There  are  in  New  York,  especially,  numerous 
commission  agents,  who,  in  order  to  secure  business,  advise 
and  urge  foreign  manufacturers  to  under\^alue  their  consign- 
ments to  them.  In  a  large  number  of  cases  the  goods  are 
"  declared  for  duty,"  at  and  below  the  cost  of  manufacture. 
Not  long  ago,  a  foreign  manufacturer  confessed  that  he  had 
undervalued,  for  four  years,  consignments  of  silk  ribbons  to  a 
company  of  commission  agents  at  New  York,  on  an  average 
of  twenty  per  cent.  Not  accounting  to  him  for  any  profits,  he 
fiuled,  and  afterward  committed  suicide.  The  commission 
agents  have  flourished  mightily. 

These  frauds  have  been  practiced  more  easily  by  sending 
all  the  goods  of  a  particular  class  to  a  single  port,  where 
they  were  appraised  by  one  person.  Vast  lines  of  goods  have 
been  entered  at  the  port  of  New  York  only,  and  have  been 
examined,  appraised,  and  passed  by  a  particular  examiner, 
who,  if  incompetent,  careless,  unfiiithful,  or  corrupt,  could 
injure  the  revenue  and  Intimate  trade  beyond  measure  with- 
out detection.^ 

^ThiBpnctioe  of  undervalniiig  has  become  so  uniTenal  that  even  the 
■hofikeepen  of  continental  Europe  yoluntarilj  tender  American  hayen  of 
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The  practioe  of  undervaluing  and  fictitious  invoicing  has 
prevailed  to  a  much  greater  extent  on  the  continent  of  Europe 
than  in  Great  Britain  or  Ireland.  One  reason  given  for  the 
varying  practice  is  the  existence  of  a  higher  business  code  in 
Great  Britain  than  in  European  countries.  A  better  reason 
probably  is  that  the  declarations  to  consular  invoices  in  Great 
Britain  are  made  under  oath  before  an  officer  regularly  author- 
ized to  administer  it,  and  "  forgmg  is  punishable  and  is  pun- 
ished  as  a  crime  under  the  English  law,  while  on  the  continent 
such  declarations  are  merely  made  before  one  consular  officer, 
and  are  r^arded  as  perfunctory  proceedings  without  solemnity, 
and  carrying  no  legal  nor  moral  responsibility."  A  deeper 
reason  might  be  found  in  the  moral  sentiment  of  the  English 
than  of  the  Latins,  the  former,  in  their  religious  education, 
having  been  taught  to  regard  oaths,  while  the  latter  have  been 
taught  to  consider  them  lightly  because  they  are  the  require- 
ment of  a  secular  power. 

Turning  now  to  frauds  in  particular  kinds  of  goods,  we 
may  first  mention  silk  fabrics.  Those  imported  have  been 
generally  made  especially  for  the  American  market,  and  have 
varied  to  such  an  extent  in  width  and  other  respects  as  to 
prevent  their  identification  with  goods  of  the  same  classes 
made  for  the  home  and  European  markets,  and  as  they  were 
not  sold  at  all,  nor  any  samples  were  given  for  quotations,  and 
all  were  consigned  to  or  through  their  agents  in  this  country, 
the  avenues  to  a  knowledge  of  their  value  in  Europe  were 
efiectually  closed.     The  Swiss  silks  were  imdervalued    "at 

small  and  large  articles  invoices  specially  made  for  the  customers.  The 
European  "  manufacturers  and  others  of  fair  reputation  in  their  conmiu- 
nities''  defend  themselves  on  the  ground  that  our  tariff  ia  so  "wicked,  un- 
fiiendlji  and  tyrannical,  that  it  is  their  duty  to  evade  it/' 
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least  twenty  per  cent,  and  French  silks  from  ten  to  thirty  per 
cent,  and  this  was  necessary  to  enable  them  to  compete  with 
American-made  goods." 

In  1883  and  previously,  many  wools  were  invoiced  below 
SIX  pence  per  pound  to  escape  paying  only  the  lowest  duty 
prescribed  by  law.  The  mode  of  evading  the  tariff  on  wool 
was  easy.  An  American  buyer  might  offer  a  dealer,  or  com- 
mission merchant  at  Liverpool,  or  elsewhere,  five  and  seven- 
eighths  pence  per  pound,  excluding  all  charges  and  commis- 
sions, and  the  transaction  was  ostensibly  made  on  that  basis ; 
but  in  reality,  if  the  wool  were  worth  six  and  a  half  pence,  the 
diarges  and  commissions  Avould  be  swelled  so  that  the  seller 
would  actually  realize  his  six  and  a  half  pence  per  pound, 
and  the  importer,  entering  the  wool  at  five  and  seven-eighths 
pence,  would  pay  only  three  cents  per  pound  duty.  A 
special  agent  of  the  treasury  said  that  he  had  been  astonished 
to  find  so  large  a  proportion  of  wool  invoiced  at  five  and 
seven-eighths  pence  per  pound,  and  to  observe  such  generous 
charges  for  cartage,  baling,  exchange,  and  the  brokerage  and 
commissions  charged  as  high  as  five  per  cent,  when  the  usual 
rate  was  only  two  per  cent.  To  make  the  low  price  more 
deceptive,  the  invoices  often  would  be  prepared  ostensibly  at 
points  fer  inland.  Wool,  for  example,  grown  in  the  Province 
of  Greorgia,  Asiatic  Bussia,  would  be  sold  at  Marseilles,  France, 
the  agreement  stating  that  the  invoices  should  bo  furnished 
and  certified  at  such  points  as  Tiflis,  or  Poti,  in  the  country 
of  production,  at  prices  low  enough  to  secure  its  admission 
into  the  United  States  on  payment  of  the  lowest  rate  of  duty. 

In  undervaluing,  the  importer  has  had  two  objects ;  one  was 
to  make  the  aggregate  valuation,  on  which  he  must  pay,  as 
low  as  poesible,  and^  also^  as  just  mentioned  with  respect  to 
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wool,  to  reduce  the  price  sufficiently  to  render  the  goods 
accessible  at  a  very  low  rate  of  duty.     For  example,  if  a 
goods  were  worth  less  than  twenty  cents  a  square  yard  ia.  \ 
value  one  rate  was  paid,  but  if  wortli  more,  the  rate  waa  I 
fifteen  per  i«nt  higher.     If  one  merehant  ooiild    succeed  in 
keeping  his  goods  invoioed  below  Uiat  line,  and  his  oouipetitor  i 
oonld  not,  the  former  would  have  a  great  advantage.    A  pnic-  < 
tioe  has  grown  op  among  those  who  go  to  Europe  to  buy   ' 
illastratiiig  another  phase  of  these  eSbrta  to  invoioe  vt-ithla  i 
certain  rates  in  order  to  escape  hi^erdoties.    The  buyer  will  | 
say  to  tlie  foreign  mann&ctarer, "  I  want  to  bny  a  line  of  ' 
cashmera,  for  example,  and  shall  want  four  tbooaud  or  five  j 
titoasand  pieces  in  alL    I  want^  say,  five  hosdred  picccK  of  1 
the  lower  grades,  and  so  on  up  into  the  finer  goodt^.     What 
are  your  prices  ?  "    The  n^^tiation  is  conducted  on  the  bans 
of  the  sale  of  the  whole  line,  and  if  made,  it  is  andeEstood 
that  all  goods  below  a  certain  amount  must  be  at  a  prioo 
which  will  permit  their  entry  into  the  United  States  at  ihe 
low  rate  of  duty.    The  sale  is  not  baaed  on  th^r  value,  sad  the 
manufacturer  repays  himself  on  the  finer  qnalitdes  sold.    If 
the  purchaser  went  to  buy  the  low  grades  on  their  mentis  be 
could  not  import  them  at  the  low  rate  of  Aaty.    The  floOBer 
quence  is  that  the  mau  who  goes  abroad  to  buy  <Mily  tiie  low 
lines  of  goods,  aad   buys  them  on  their  intrinsic  valoB^  la 
(compelled  to  pay  the  higher  rate  of  duty,  and  he  who  n 
to  the  otlier  method  of  buying  the  goods  sutx«eda  in  getting  J 
them  at  the  lower  rate  of  duty." 

These  fi-auds  are,  doubtless,  effected  in  many  cases  through  the  J 

assistance  of  some  ol'  the  oEGciala  at  the  custom-house.     Veteo-  1 

tion  is  difficult.     Foreiguera  now  control  the  buidncss,  either  I 

'  Tariff  CoiamueioD,  p.  2430. 
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the  agents  of  foreign  houses,  or  others,  who  make  their  for- 
tunes, and  then  return  to  the  Old  World  to  enjoy  them.  They 
are  not  mterested  in  our  country,  nor  its  institutions,  nor  its 
prosperity.  They  r^ard  themselves  as  adventurers,  who  are 
stopping  here  only  for  a  short  season.  Our  country,  to  them, 
is  like  the  sea  to  a  fisherman.  Living  here  temporarily  with 
these  sentiments,  what  reason  have  we  for  supposing  they  will 
not  make  all  they  can,  or  that  they  will  serve  us  better 
and  at  lower  prices  than  those  of  our  own  kin  ?  If  they 
undervalue  and  cheat  the  government  in  order  to  enhance 
their  gains,^  will  they  not,  for  the  same  reason,  overvalue 
when  selling  to  the  consumer  ?  Will  they  be  animated  by 
any  higher  principle  when  dealing  with  Americans  than  with 
the  American  government? 

Such  is  the  latest  thing  seen  in  the  administration  of  the 

^In  1S63,  Mr.  Jordan,  solicitor  of  the  treasaiy,  investigated  into  the 
frauds  committed  against  the  government  by  the  officers  of  the  custom-house 
in  New  York,  and  in  his  report,  he  said :  '' As  to  the  accessibility  of -many 
of  those  employed  in  the  custom-house  to  corrupt  influences,  the  evidence 
is  conclusive  and  startling.  .  .  .  The  statements  herewith  submitted  seem 
to  justify  the  belief  that  nearly  the  entire  body  of  subordinate  officers,  in 
and  about  the  custom-house  are,  in  one  way  or  another,  in  the  habitual 
receipt  of  emoluments  from  importers  or  their  agents.  One  lawyer  de- 
clares that  he  has  paid  to  a  single  record  derk  the  sum  of  one  thousand 
eight  hundred  dollars  within  a  period  of  fifteen  months.  Entries  from  the 
books  of  an  importing  house,  doing  but  a  moderate  business,  are  discovered, 
showing  that  about  a  thousand  dollars  had  been  paid  by  it  to  an  examiner 
within  a  period  of  a  year.  It  is  shown  that  a  bond  clerk,  with  a  salary  of 
one  thousand  dollars  per  annum,  entera  upon  a  term  of  eight  years  with 
nothing,  and  leaves  it  with  a  fortune  of  thirty  thousand  dollars.  A 
minority  of  the  officials  questioned  on  the  subject  by  me,  admit  that  they 
xeoave  sach  emoluments  to  a  greater  or  leas  amount"  House  Mis.  Doa, 
Ka  18^  87  Gong.,  third  session. 
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custom s-revoone  law.  If  now  the  historical  kaleidoscope 
turned  a  little  backwiird.  Pijmctliing  else  may  be  seen  wort 
of  notice.  Ever  siiici'  tlio  i^nai-tiiig  of  a  tariff  law  the  renus- 
rion  of  duties,  for  one  reason  or  another,  has  occurred.  Some- 
times  this  has  been  done  by  the  seoretary  of  the  inasaiy,  fa^ 
anthority  granted  to  him  under  general  laws,  and 
Congress  has  exercised  tins  aathorily  in  special 
the  great  fire  at  Portland,  Maine,  in  1866,  a  bill 
remitting  duties  on  all  materials  except  lumber  that  should  ba' 
used  for  a  year  in  lebuilding  tbe  dty,  and  a  smiilar  Aok  nM' 
passed  to  ud  the  sufib'^s  of  Chicago  after  the  fire  of  1871k 
The  oonstitnlion  declares  that  "  no  preference  shall  be  g^tOfe 
by  any  regulation  of  oommerce  or  revenue  to  tike  parte  of  OM-- 
State  over  those  of  another ; "  and  also,  that  "  all  dntic^ 
imports,  and  excises  shall  be  uniform  throughout  tbe  United 
States."  When  the  bills  for  the  relief  of  Portland  and 
Chicago  were  passed,  tbe  calamities  were  unparalleled  in  our 
country,  and  the  relief  desired  was  granted  withont  a  thou^t 
of  the  constitutional  principles  involved.  When  the  Boston 
fire  occurred  in  November,  1872,  a  similar  bill  was  intn^ 
daced  into  the  Senate,  whi<^,  however,  was  deolared  to  ba 
imconstitutional . 

"  If  this  bill  be  constitutional,"  remarked  Senator  Oaipm- 
ter,  in  his  report, "  then  a  ^milar  hill  in  relaliiw  to  any  or  tH 
other  imported  articles  would  also  be  constitaticHiaL  If  Enild- 
ing-malfrlaly,  or  otiier  arlicVw  iiiiiwrled  iuto  theTJnitwI 
at  any  port,  to  be  used  in  lioston,  may  be  free  of  duty, 
the  provisions  of  the  bill  might  be  extended  to  articles  to  be 
used  in  the  Stale  of  Xlassaehiisetts,  or  all  \ew  England.  And 
a  law  which  should  provide  that  all  hides  imitortol  into  the 
United  States,  and  mauu&cturetl  into  leather  in  \ew  Bogbo^f 
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and  all  wool  imported  into  the  United  States,  and  manufae- 
tared  into  yam  or  cloth  in  New  England,  should  be  exempted 
horn  duties  otherwise  imposed,  would  be  eonstitutionaL  The 
&ct  that  a  calamity  by  fire  cannot  be  distinguished  from  one 
produced  by  a  flood,  a  hurricane,  or  earthquake,  or  any  otter 
visitation  outside  of  the  ordinary  course  of  things,  and  the  fact 
that  if  Congress  attempts  to  insure  against  one,  it  must  against 
all,  not  only  justifies,  but  calls  for  a  reconsideration  of  the 
subject,  and  makes  it  necessary  to  determine  the  principles  to 
be  applied  in  all  such  cases.  If,  in  view  of  all  these  consider- 
ations. Congress  shall  pass  this  bill,  it  is  not  perceived  by 
your  committee  upon  what  ground  Congress  should  refuse 
relief  to  individual  sufferers.  How  many  buildings  must  be 
destroyed  to  justify  the  interference  of  Congress  ?  Must  there 
be  a  thousand,  or  five  hundred,  or  one  hundred,  or  fifty,  or  five  ? 
Where  is  the  line  to  be  drawn  ?  Must  not  Congress  become 
the  great  almoner  of  the  nation — a  great  insurance  company 
for  forty  millions  of  people  ? ''  Senators  Edmunds  and  Wright 
presented  a  minority  report,  but  Senator  Carpenter's  reasoning 
was  unanswerable  and  convincing. 

Whoever  shall  read  this  account  of  the  administration  of  the 
customs-revenue  law,  may  perhaps  ask.  Ought  not  a  system 
which  is  the  cause  of  so  much  wrong-doing  to  be  smitten  down? 
This  question  may  be  answered  by  asking  another.  If  gov- 
ernment is  essential  for  man,  taxation  is  necessary  to  support 
government ;  and  is  a  better  system  practicable  ?  We  have 
seen  how  vigorous  was  the  denunciation  against  the  income 
tax^  and  also  against  other  features  of  the  internal  revenue  sys- 
tem. We  have  caught  glimpses  of  the  enormous  frauds  per- 
petanted  in  collecting  the  taxes  on  whiskey  and  tobacco,  which 
are  univeonBally  regarded  as  the  best  objects  of  taxation.    And 
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tlic  proof  is  abunilaat  tliat  the  State  and  municipal  sjstems  of 
taxation  arc  tlio  4jaii:>o  of  more  bitter  cooiplaiDiDgs  and  corrop- 
tioQ  tliaii  attoml  the  udniinistratiou  of  the  cu&toms-revenue  law. 
Mr.  Wells'a  invcstigatiotbi  into  the  system  of  taxation  in  New 
York,  and  those  subsequently  made  by  others  in  various 
places,  show  tliat  thousands  of  millions  of  wealth,  and  rights  to 
wealth,  which  are  taxable  by  law  escape  taxation.  Bad,  there- 
fore,  as  the  ciistoms-reveuue  law  is,  the  State  and  municipal 
systems  cause  far  worse  public  and  personal  d^radation.  The 
story  of  the  inequality  and  iniquity  of  local  taxation  has  not 
bccu  half  told.  Those  having  the  most  wealth,  and  especially 
iu  the  large  cities,  and  who  ought  to  pay  the  heanest  taxes,  are 
the  most  watchful,  and  too  often  escape  with  paying  only  a 
small  portion  of  what  they  would  pay  if  faithfully  oomplyiog 
witli  the  law.  Whoever  sujjpu-ses  that  the  moral  and  economic 
wrongs  is-iuing  from  the  oust  on  Ls-re  venue  law,  r^arded  in 
their  entirety,  arc  worse  tlian  those  issuing  from  any  other  tax 
.system,  will,  if  nuidid  and  intelligent,  correct  that  suppositioa 
by  studyiiiK  'I'e  methods  now  prevailing  of  getting  moo^  to 
sustain  tlie  State  anil  muuioipal  governments  of  our  Union. 


r'l  i  i-vk  ^-k"  A r>:.7>-Tiy jiu 


CHAPTER  IX. 


K^jvuy^zsi  al:vI-nt:>\i, 


in  the  iraiaarr  drferm-rii:  c:  T\'a^h:::l^■''n  :>  ij.c  lv^^:l  o:'  rt-tt- 
5on.  Elal>:*aie  pr«:o=*=^  lor  rtOL-ivin^  ar.i  ivsvv.xc  u^^'.w  snf* 
employed  to  znari  against  xra^d.  aini  :h-;:r  tt^lvtix  cno^  Has 
fbllv  ja-srlfi^ii  iLeir  ►raijil'i-viiitiit- 

The  oolr  war  of  getting  money  lt>jally  t'n^r.i  t?:o  p'*>vra- 
ment  is  by  Congressional  appp.^priaiion.  AVhon  apvri^pna- 
tions  are  iha^  made,  ihev  are  enteivil  in  the  Kv^ks  *^t'  t!h* 
Unit€3d-Siat€>  treasurer.  The  ?eiTo:nn-  of  tho  tn\i<v.n  tbon 
issues  appn^priarion  warrants  diiwtovl  to  tl;o  lu^uls  of  tho 
other  departments,  informing  them  of  tho  aoiiou  of  Co\yi::r\\^i< 
A  warrant,  for  example,  is  issued  to  tho  s^vn^tarj-  of  w^ir.  in- 
forming him  that  Congress  lias  appn^priatiHl  a  sjHvifio  sum  of 
money  to  pay  tho  army,  lor  <iuartoriiiii>tor*s  stores,  suI^In^muv 
supplies,  etc..  and  which  ho  may  dnnv  for  thi'si*  pur|HVM^ 
Thi^s  appropriation  warrant,  before  roaohinjr  iho  s<vr\ian-  of 
war,  is  sent  to  the  first  comptroller,  by  whom  it  is  i>nmtor- 
eignedy  and  the  appropriations  arc  ontonxl  in  Ihh^Us  kopt  in 
Ills  offioe;  then  to  the  register  of  tho  tro:isun-,  whort*  tlio  ap- 
propriations are  taken  up  and  tho  w-arnuit  is  n»jriston\l :  and 
after  that  to  the  second  comptroller  ami  tho  pn^jxT  auditor  of 
the  war  department.  Then  the  Avarrant  rosK*hos  tho  w-nr  do- 
partment  and  goes  to  the  difiercnt  bureaus.    Enoh  bunnu  in 
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turn  makcfl  entry  of  the  appropriations  granted  to  it,  for  eaA. 
must  afterward  examine  these  entries  and  he  limited  by  them 
when  requisitions  arc  made  for  money. 

Wlien  money  is  wanted  to  pay  a  dishursing  officer,  the  sec- 
retary of  war  makes  a  requisition  over  his  signature  on  the 
secretarj'  of  the  treasnry  for  the  amount  payable  to  such  offi- 
cer. Tlie  requisition  goes  to  the  second  comptroller,  who 
signs  it ;  afterward  to  the  proper  auditor  of  the  ivar  deport- 
ment, who  docs  like^viac ;  and  then  it  passes  to  the  wamtnt 
offiee  of  the  treasury  department,  where  it  is  filed.  At  this 
office  a  warrant  is  Issued,  signed  by  the  secretmy  of  the  treas- 
ury, which  is  sent  to  the  first  comptroller,  who  records  and 
countersigns  it,  and  sends  it  to  the  raster,  by  whom  it  is  en- 
tered and  registered  and  sent  to  the  United-States  treasurer, 
who,  in  turn,  issiit'S  a  draft  for  the  required  amount,  payable 
to  the  officer  in  wliose  favor  the  original  requisition  was  drown. 

With  rc.s|»w:t  to  a  claim  for  a  »or\-ice,  stores,  supplies,  etc, 
it  is  IiImI  in  the  linrcaii  of  tlie  war  dopiirtment,  which  received 
tlic  property,  or  for  whicli  the  ser\-ice  -Kn.-i  rendered.  In  this 
place  the  <;laim  is  investigated  anil  re]>orted  to  the  auditor  on 
whase  books  the  cla^ss  of  appropriiition?  for  services  or  prop- 
erty of  this  nature  i;*  carried.  The  auditor  examines  it,  and 
also  the  evidence  aecomiKWying  it,  and  if  found  to  be  correct 
and  a  just  demand  agaiusi  the  government,  the  claim,  with  a 
statement  of  the  account  and  evidence,  is  sent  to  the  oomp> 
troller,  in  whose  office  it  Ls  to  be  reviewed  and  passed.  If  tlie 
comptroller  ai>proves  the  finding  of  the  auditor  and  bureeo 
officei-,  he  signs  the  statement  of  aocoimt  made  by  the  auditor^ 
and  certifies  that  it  is  correct,  returns  it  to  the  aaditor,  by 
whom  it  is  sent  to  the  secretary  of  war  for  his  nqniation  £at 
payment.     After  entering  it,  the  sccretaiy  <^  war  makes  his 
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requisition  on  the  secretary  of  the  treasury  in  the  same  man- 
ner as  above  described,  except  that  the  requisition  is  in  favor 
of  the  claimant.* 

If  a  claim  has  not  gone  through  the  r^ular  order,  or  has 
been  delayed  for  some  reason,  and  an  application  is  made  by 
the  claimant,  or  his  attorney,  for  settlement,  the  auditor  re- 
ports thereon,  and  the  comptroller  decides  it,  and  both  sign  and 
send  to  the  secretary  of  war  a  settlement  certificate,  calling  for 
a  requisition  to  pay  the  amount  allowed  by  them.  This  cer- 
tificate is  referred  to  the  proper  bureau  of  the  war  department 
for  a  report  on  the  claim,  and  sometimes  an  adverse  decision 
is  rendered.  Then  further  action  is  necessary,  but  the  precise 
boundary  of  authority  between  the  several  departments  and 
the  treasury  department  in  such  a  case  was  not  clearly  settled 
until  a  very  recent  period. 

In  the  beginning  it  was  maintained  that  the  President, 
having  authority  "to  take  care  that  the  laws  be  faithfully 
executed,"  might  control  the  action  of  the  heads  of  the 
departments  and  other  officers  on  questions  of  law  and  fact 
concerning  claims.  Such  authority,  it  was  decided  at  an 
early  day,  he  did  not  possess.^  But  the  heads  of  the  depart- 
ments have  authority  "to  interfere  with  the  action  of  the 
accounting  officers  [who  are  the  auditors  and  comptrollers  of 
the  treasury  department]  upon  accounts  arising  within  their 
respective  departments.^'^  Although  the  boundary  of  au- 
thority between  the  departments  was   undefined   for  many 

^  See  House  Report,  No.  87,  42  Cong^  third  session. 

*''The  President  had  nothing  to  do  with  the  settlement  of  public 
aooounts."  Attomej-general  Wirt  in  Anderson's  case,  1  Opinions  of 
AttomeTB-genend,  p.  678. 

*6Ifaid^p.630. 
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years,  no  serious  conflict  arose  until  the  admini8tratio&  of 
Mr.  Stanton  as  secretary  of  war.  In  September,  1866,  the 
attorney-general  gave  an  opinion  "  that  he  hod  authori^ 
to  >yitlihol<i  bis  signature  from  a  requisition  for  an  amount 
which  he  bcheved  to  be  not  properly  due,  though  certified 
to  by  the  accounting  officers  of  the  treasury  department." 
Mr.  Stanton  complained  that  war  claims,  or  claims  for  arm/ 
supplies  allowed  by  the  qiiartermaster-general,  were  "  laigelj 
increased  by  the  accounting  officers  of  the  treasurj',  and  sums 
allowed  which,  in  tlie  judgment  of  the  chief  of  the  quarter- 
master's department,  were  not  honest  nor  just."  Fortified 
by  the  attorn ey's-general  opinion,  Mr.  Stanton  declined  to 
make  a  requisition  for  more  than  appeared  to  be  doe  "bj 
the  rejxirt  of  the  quartermaster-general,  or  the  fiicts  in  the 
case,"  leaving  the  claimant  to  pursue  his  remedy  for  the 
residue  Ijefore  tlie  court  of  claims  or  Congress." 

Thus  the  issue  i-csjMxiting  tlic  authority  of  the  accounting 
officers  of  the  treasury  deiKirtmeut,  and  that  of  the  secretary 
of  war,  to  determine  claims  was  sliarply  raised,  the  former 
contending  tliat  tlicir  decisions  were  conclusive,  the  latter  that 
they  were  not,  "  only  to  the  extent  tliat  no  more  could  be 
paid  than  was  allowed  by  the  accounting  officers."  Congress 
finally  scttlal  the  conflict  by  declaring  tliat  the  heads  of  the 
deiKii-tments  had  not  authority  to  change  or  modify  the  bal- 
ances certified  to  them  by  the  commissioner  of  customs,  or  the 
comptnillers  of  the  treasury- ;  on  the  other  hand,  these  umst 
be  considered  as  final  aud  conclusive  on  the  executive  brantdi 
of  the  government,  and  be  subject  to  revision  only  by  Con- 
gress, or  the  proper  coiuls.*     The  law  contained  a  proriso  that 

'  Ex.  Doc,  No.  46,  40  Cong.,  Becond  seosion. 

■  Act,  March  30,  1868,  40  Cong.,  second  mhmii. 
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the  head  of  the  proper  department,  before  signing  a  warrant 
for  any  balance^  might  submit  faets  which^  in  his  judgment, 
afiected  the  correctness  of  the  balance,  but  the  decision  of  the 
comptroller  thereon  in  all  cases  should  be  final  and  conclusive. 
Congress  soon  after  empowered  the  heads  of  departments  to 
send  any  controverted  claim  exceeding  three  thousand  dollars 
to  the  Court  of  Claims  for  adjudication.* 

The  war  department  continued  restive.  The  secretary 
believed  that  the  accounting  officers  were  not  thoroughly  sift- 
ing fraudulent  from  honest  claims,  and,  distinguishing  between 
accounts  and  claims,  he  tried  to  maintain  absolute  authority 
in  settling  the  former.  The  term  account  was  applied  to 
papers  and  records  which  described  the  responsibility  for 
moneys  and  property  entrusted  to  an  individual,  and  claim  to 
a  written  demand  by  an  individual  or  community  for  services 
rendered,  or  supplies  furnished.  He  was  not  successful  in 
maintaining  the  distinction.  The  secretary  of  war  next  tried 
to  have  all  disputed  claims,  without  regard  to  the  amount, 
sent  to  the  Court  of  Claims,  but  Congress  took  no  further 
action.  Authority  to  determine  claims  must  be  fixed,  and 
fitly  belongs  to  the  accounting  officers  of  the  treasury  depart- 
ment ;  if  not  properly  exercised,  the  remedy  obvioasly  is  not 
to  transfer  their  authority  to  the  war  or  any  other  department, 
but  to  transfer  them  beyond  the  pale  of  government  employ- 
ment. 

Another  conflict  of  a  graver  kind  has  existed  from  an 
early  period  between  the  legislative  and  executive  departments 
of  the  government,  concerning  expenditures.  Congress  en- 
deavored to  restrict  the  public  expenditures  by  the  depart- 
ments, and  they,  on  the  other  hand,  to  retain  the  largest 
^  Act»  Jime  25, 1808,  40  Cong.,  seoond  Beaaion,  sec  7. 
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wiiTr.'l  jvtwiVI-.'  .v^r  :h-:i::.  T!;-:  .'wki  have  been  geaeniUy 
aj*l''.i.\l  ..'v  0-,i\;7'.-*  :::  ;iit.  i::^  ^-rarioE  Liw^  though  acmi^ 
tin:;"  ■.::  -^ivj-i:-  ."•.•^  I'-i  '■.~\''\  Oon^-ss  tfoacteil  that  the 
u'j-.\i\ -•.iiri  ".;i!:xz..'^-s  tC.-u.I  :»■  r.TT'.-^l  10  ih<  ^rplua  fiind, 
aii>.l.  ::•.  IS-V.  r^-iiiLLVAV.  :^t  ;-,rd^r^i:=ts  of  their  duty  by  re- 
euiKti;^:  '.'^v  'iiw.  lu  .^t  v.-jLy  a:s.J  ar.otber.  howe>-er,  theee 
U"'  «■.>■  -.va^:*;.  a:-.-'  ;<.'i:i<.  iv.tji::ou>  were  moile  of  transfois 
bv  :':w  lV.-si-.leK:.-  tV::::  •-?■.  ::::^t  ■.■:  the  first  enactment  to 
the  jireseiit.  si:-.'  :i  C\-:'i:ii;::<;tf  ..a  Apprvpriaiions  in  1868,  a 
tv;;;iii'.ial  rtnt^I-.^  haul  beta  p.^i'-!Z  '-'^  ^J'  *'**'  ^^'enJ  execative 
Je(vir.:-Ji:j:s  ro  esi-aiv  iv^tn.'!  l-y  Coui:r«^  while  that  bo^ 
ha^l  1-  A>i'.«a:'t!y  fu«Uav"rwl  t.'  h'.'kl  the  exerutive  to  qiecdfie 
exji  tiilitur«.s  uaJiT  siyviiii'  apprvpriatioitA.  This  straggle 
miiht  Iv  traitil  on  th^'  #ta:iite  Nn'k  hi  eleven  euactmentei, 
lvv;:::-!i:v  ^■'  l>I"-;i"i  <rr:i:::v::  j '■■'■^I  ^■*'^^' *^'>g''^^  "t^er 
lii:!!:;:;^,  r\ ■;;■.■,!.',:: "j.  ■  r  ■.\:;;-,:i-j  :'.;-.■  ;--M-er  of  the  Present 
to  tr-i'.'.-*;-- r  :::o' -.v  it-  ■".  ■''.:■.  ■'•j.-  •  fuji'iropriation  to  another, 
u-  till  ii;:'i;tv.A-  vt'  ti^v  i  wi-:ivi  w-.i.in^i  it  wanwl,- 

\:\  1">7',  C'lijri"  i:!j-!i.'i  :!:.ii  all  I'ulances  of  appropria- 
t:.-:i-  o-'.'.iai::.-!  i:i  v:.-.  ■.:\\-;\-„\\  ;i;'!>7i.i[>rianoa  bills,  and  mode 
.^[vviri'-.i'K  t'.-r  t;;-  ,-,'.-.  iiv  ^  f  a:-_v  :w-,il  yi>ar.  and  remaining 
u:iv.\[-n-'.-'i  ;'-t  ch--  e:i.l  •.•i  v.,  oniKl  Iv  applitd  only  to  the 
jiay!;i.::ii  -a  e.\ix-ii-k-  j>r-.'jkrly  i::i.'iirn.\l  during  that  period, 
a:i !  thv  U:!ariir-i  ii"!  thu-i  iKiiU-d  miist  be  carried  to  die 
-isqil'i-  fiin-i,'  Tlii-i  law.  li-.w-evt-r.  ilid  not  loueh  permanoit 
ai'j.r^'priati-'n-.  It  «a-  al-m  Liuuirtl  at  the  same  time,  that  all 
kLla!)'.--..-  of  n]iiir<j[iriatiitu-:.  ag-aiii^t  wltii-h  no  requiationa  had 

'  ;m?  [■jmicr  vol.,  Rmk  1,  ihap.  i..  au.i  [i.  606. 

>II-.<i-«  Hei-TlonCVUidy  an.l  Kxiwd  Jilaiv  of  Putdk  VoM^'Sa.li, 
-W  K\,as.,  stcmJ  i4.-»if>ii. 
*  Jul;:  12,  41  Cong.,  sei'oml  neaiioc,  teob  5,  S^  ?. 
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been  drawn  for  two  years,  should  be  reported  by  the  secretary 
of  the  treasury  to  the  auditor  of  the  treasury,  and  that  he 
should  examine  the  books  of  his  office,  and  certify  to  the 
secretary  whether  the  balances  would  be  required  to  settle 
accounts  then  pending,  and  all  that  would  not  be  were  to  go 
to  the  surplus  fund,  regardless  of  the  wish  of  the  head  of  the 
department  for  which  they  had  been  made.  Moreover,  no 
department  could  expend  more  money  during  the  fiscal  year 
than  Congress  had  appropriated  for  it,  or  involve  the.  govern- 
ment in  a  contract  for  the  future  payment  of  money  in  excess 
of  the  appropriation  therefor.* 

This  was  wise  l^slation,  surely ;  but  had  not  Congress  long 
before  declared  that  unexpended  balances  should  be  carried  to 
the  surplus  fund,  thus  putting  them  beyond  the  reach  of  the 
departments,  unless  they  were  re-appropriated  ?  Yet  this  very 
thing  was  quite  generally  done,  and  even  when  it  was  not,  the 
departments  for  many  years  carried  over  the  unexpended  bal- 
ances of  appropriations  from  one  year  to  another  to  the  credit 
of  their  particular  funds  or  appropriations.^  Hence,  Congress 
might  appropriate  an  adequate  sum  for  transportation,  yet  a 
much  larger  sum  might  be  expended  by  adding  thereto  the 
balance  of  an  old  appropriation.  In  consequence  of  the  exist- 
ence of  these  unexpended  balances,  it  was  not  easy  for  Congress 
to  decide  how  much  to  appropriate  from  year  to  year.  The 
balance  of  unexpended  appropriations  on  the  30th  of  June, 
1869,  was  $102,390,159,  and  of  this  sum  $41,548,477  were 
for  the  war  department,  and  $26,532,453  for  the  interior 
department,  or  more  than  two  years'  appropriations  for  each 

^  Wood's  case^  1  U.  S.  First  Comptroller's  Decisions,  p.  1. 

*See  report  of  Secretary  Thompson  on  expenditures  in  the  dkvj  depart- 

meati  Ex.  Doo,  Na  8, 45  Gong,  fint  seonon. 
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expenditure  to  another.  The  constitution  provides  that  no 
money  shall  be  drawn  from  the  treasury  but  in  consequence 
of  appropriations  made  by  law.  This  provision  has  been 
evaded  from  the  early  days  of  the  government  until  recently, 
under  various  pretexts.  Elsewhere  we  have  traced  the  history 
of  these  transfers,^  In  1868  Congress  rej^ealed  all  laws  of  this 
nature,  and  enacted  that  no  money  appropriated  thereafter 
should  be  diverted  from  its  specified  purpose.  Nevertheless, 
the  very  next  year,  Mr.  Robeson,  the  secretary  of  the  navy, 
without  making  his  intention  known  to  Congress  or  the 
country,  b^an  to  rebuild  the  navy,  relying  on  the  unexpended 
balances  which  had  accumulated  in  the  navy  department.  He 
forgot  that  Congress  had  l^islated  on  the  subject;  having 
discovered  his  blunder  he  abandoned  his  ambitious  and, 
doubtless,  well-meant  designs.  Had  no  action  been  taken  by 
Congress  it  is  highly  probable  that  Dolphins  would  have  been 
sporting  in  many  a  sea,  to  the  delight  of  our  worthy  naval 
officers,  whose  pride  in  their  country  can  in  no  way  be  raised 
by  commanding  vessels  so  poorly  representing  our  national 
aspirations. 

In  1872  Congress  enacted  a  law  concerning  the  proceeds  of 
the  sales  of  public  property,  worth  mentioning  in  this  place. 
Before  that  time,  when  property  was  sold  by  a  department,  no 
r^ulation  existed  respecting  the  proceeds.  Enormous  sales 
were  made  by  the  war  and  navy  departments  after  the  close 
of  the  war,  of  property  which  had  become  useless  or  too 
expensive  to  keep.  Large  sums,  also,  were  realized  from 
captured  and  abandoned  property.  They  came  into  possession 
of  very  large  funds,  disengaged  from  any  use  whatever,  which 
could  be  expended  as  the  departments  pleased.     Congress 

^  See  former  vol.,  pp.  190,  533. 


632      PINANCIAI.  HISTORY  OP  THE  USTTED  STATES.      [1S7«. 

enacted  that  nil  proGcc(L;  of  salc^  of  old  material,  cx)Ddetniied 
Btores,  aud  other  jmblic  pr(i[)erty,  with  a  few  exce[rtioD8,  should 
be  c«vere<l  iuto  the  treaisurj,' 

One  or  two  more  matters  require  to  1«  briefly  uotioed. 
Tlioiigh  tlie  treasury  dqtartmciit  is  effisitively  oiganized  for 
exumioiug  the  ordiiiary  dcniandij  on  tlie  government,  it  can 
not  well  determine  the  juritneiis  of  a  claim  long  dne  or  pre- 
sented on  ex  parte  evidence,  for  tlie  aecutmting  officers  poesees 
no  means  to  cull  witnesses  or  cross-examine  them,  or  to  test 
the  sufficiency  of  their  testimony  <»r  its  credibility.  To  prfr 
vent  dangerous  claimants  from  imposing  on  the  government, 
the  heads  of  de|)artments  have  l>een  authorized  to  transmit 
to  tlie  Court  of  Cliums  "  any  claim  wliere  the  decision  will  afiect 
a  ela-is  ()f  aises  or  furnish  a  proosdcut  for  the  future  action  of 
any  exwutivtt  department."  The  law  also  jw-ovides  that  the 
II  nt  nue  to  recc  ve,  examine,  and 
I  1  1 1}  f  la  1.  under  appropria- 
I  1  c  l)een  1  anstcd  or  carried  to 
y  Ix  1  rou^l  t  liefore  Congress  within 
f  am  I  t  1  t  each  claimant  is  to 
L,  of  e  1  s  "^s  o  1  to  the  speaker  of 
■d  to  I  J  tl     rept  rt  before  Congress 

Tlie  hist  topic  to  be  noticed  is  an  investigation  into  the  sys- 
tem of  iNiokkecpiiig  in  tlie  troa-iur\-  de[)artment.°  This  sprang 
from  the  belief  tliat  the  work  was  improperly  done,  and  th^ 
an  invest  igat  ion  would  ri'veal  great  crookedness.  Aa  warrants 
have  alwiiys  l>eeu  recpiired  for  money  paid  or  received  hy  the 

*  Ex.  Poc.,  No.  2S2,  40  Cung.,  Becond  se^ion. 

'.Sunate  Rrpurt  on  Acujuuts  of  Treasuiy  Departmenl,  No.  371,  W  GoiVii 

first  sanioa. 
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treasury,  it  was,  of  course,  easy  to  ascertain  the  amount  of 
these.  When  a  warrant  for  receiving  money  has  been  issued, 
signed  by  the  comptroller  and  roister  of  the  treasury  and 
properly  entered  in  the  books  of  their  offices,  and  is  receipted 
by  the  treasurer  of  the  United  States,  the  amount  is  charged 
in  his  general  account,  and  is  technically  known  as  "  covered 
money,"  and  cannot  be  drawn  from  the  treasury,  except  by  an 
appropriation.  Warrants  covering  money  into  the  treasury 
are  drawn  as  soon  as  possible  after  making  deposits. 

The  amount  deposited  in  the  treasury  and  covered  hj 

warrants  from  March  4,  1789,  to  June  30, 1875, 

was $14,973,305,670.59 

The  amount  deposited  hut  not  covered  at  that  time  was  1,072,002.73 

$14,974,377,673.32 

The  amount  paid  on  warrants  was $14,797,839,742.74 

The  amount  deposited  with  the  States 28,101,644.91 

Unavailable 2,661,866.53 

Balance  on  hand  in  the  several  offices  and  depository 

banks  or  in  transit 145,774,419.14 

$14,974,377,673.32 


An  examination  of  the  books  had  been  in  progress  for 
six  years  prior  to  the  investigation,  which,  though  revealing 
extraordinary  discrepancies,  also  showed  that  they  were 
the  consequences  of  imperfect  bookkeeping.*  "  Indeed,"  said 
Secretary  Bristow,  in  a  letter  to  the  investigating  committee, 
"such  an  accountability  for  the  moneys  received  and  dis- 
bursed has  always  been  so  enforced  by  this  department  that 

'N.  Y.  Cool  Bolletiii,  June  1, 1876;  N.  Y.  Times,  Jannaiy  19  and  23, 
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every  cent  of  money  received  by  the  government  sinoe  its 
organization  ia  eitlier  on  hand  or  properly  accounted  for." 

The  amount  that  had  been  covered  into  the  treasury  derived 
from  loans  and  treasury-notes  from  the  organization  of  the 
government  to  June  30,  1875,  was  ?8,441,763,203.84,  and 
the  expenditures  for  the  same  period  for  redeeming  the  loans 
and  treasury-notes  were  $6,325,583,753.34.  The  outstanding 
principal,  therefore,  vma  $2,116,179,450.50.  This  sum,  how- 
ever, exceeded  the  actual  amount  $116,105,081.45,  and  vhen 
the  discrepancy  was  first  discovered  iu  the  treasury  depart- 
ment, Mr.  Bayley,  who  was  examining  the  hooks,  vas 
astounded.  The  explanation  was  soon  found.  Stocks  amount- 
ing to  the  above  sum  had  been  issued  to  pay  various  dthta 
and  claims,  tlie  revolutionary  debt,  the  Missis^ppi  and 
Ijouisiaua  piircliascs,  and  other  obligations,  and  on  maturity 
they  liatl  been  paid  from  the  general  funds  in  the  treasury. 
This  showed  an  cxj>eiiditure  for  wliich  there  was  no  corres- 
ponding receipt,  as  no  money  had  ever  come  into  the  treasury 
iu  these  tninsactioni^. 

Two  itenLs  in  tlicaltove  table  need  explanation  :  the  amoont 
dejtosited  with  the  States,  and  the  unavailable  fund.  The 
latter  fund  had  its  origin  In  losses  not  caused  by  the  fiiult  of 
tlie  treasury,  but  by  robber;-,  accident,  defalcation,  miscouduet 
of  depositaries  and  the  like ;  yet  the  treasurer  v/bs  responsible 
for  tlietic  sunt*,  and  was  chai^-d  therefor.  In  ordinaiy  book- 
keeping such  deficits  would  be  entered  in  the  profit  and  loss 
account  by  crediting  cash  and  debiting  the  de&ulter.  Tbe 
trc:i:^urGr  could  not  do  this,  so  an  account  called  "  unavailable" 
was  created,  whicli  was  chained  with  the  amouuta,  and  the 
treasurer  was  credited  in  his  general  acoount.  This  pnoliae 
though  long  continued  has  not  been  authorized  fay  law.     In 
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order  to  relieve  the  treasurer,  Congress  adopted  the  safe  expe- 
dient of  reimbursing  him  in  specific  cases.  Several  ineffect- 
ual attempts  have  been  made  to  pass  a  bill  relieving  him  from 
liability  for  losses  not  occasioned  by  his  own  fault,  and  for 
extinguishing  the  unavailable  account  above  mentioned.^  It 
nevertheless  appears  on  the  treasurer's  books,  and  amounts 
nearly  to  thirty  millions.  The  nature  of  one  item  of  $28,101,- 
644  is  well  known,  for  it  is  the  deposit  made  by  the  treasury 
department  with  the  States  by  authority  of  the  law  of  1836.* 

*  U.  8.  Treaguper's  Eeport,  1876. 

'  For  organization  and  duties  of  the  accounting  offices  in  the  treasury  de- 
partmenty  see  Appendix,  1  U.  S.  First  Comptroller's  Decisions,  2  ed. ;  see, 
also,  Kejser's  case^  4  Ibid.,  p.  261. 
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known,  and  they  are  without  excuse  for  n^lecting  to  make 
careftil  and  complete  estimates  in  the  beginning. 

The  appropriation  bills,  when  rei)orted,  contain  the  infor- 
mation on  which  the  recommendations  of  the  committee  are 
founded.  This  consists  of  statements  from  different  officers  in 
the  departments  explaining  for  what  purposes  money  is  desired, 
and  the  reasons  for  the  amount  asked.  The  action  of  the 
House  on  the  bills  is  variable.  If  considered,  this  is  done  in 
the  committee  of  the  whole,  but  very  often  the  bills  are  not 
reported  until  late  in  the  session,  when  no  time  remains  for 
discussion,  and  consequently  they  are  passed  without  debate. 
In  the  Senate,  more  time  is  bestowed  on  them.  The  Appro- 
priation Committee  usually  reduce  the  estimates  of  the  depart- 
ments, but  many  are  restored  by  the  Senate.  The  bills  then 
go  to  a  committee  of  conference,  and  an  agreement  is  effected 
by  retaining  the  increase  in  some  cases  and  reducing  it  in  others. 
Every  bill  has  a  different  history  in  some  respects,  and  what 
we  have  written,  it  must  be  remembered,  is  merely  the  gen- 
eral course  of  these  measures. 

The  newest  bill  of  the  twelve  is  called  the  sundry  civil,  and 
was  originated  in  1862.  It  is  of  a  miscellaneous  composition, 
containing  items  not  mentioned  in  other  bills — a  kind  of 
omnium  gatherumy  or  record  of  human  forgetfulncss.  The 
appropriations  for  public  buildings,  which  have  been  very 
large  for  several  years,  are  put  into  this  bill ;  if,  however,  an 
appropriation  of  this  kind  goes  through  both  houses  solitary 
and  unharmed,  the  reason  is  that  friends  not  far  away  expect 
to  go  along  soon,  either  alone  or  in  company. 

The  deficiency  bill  is  one  of  the  oldest,  and  requires  brief 
explanation.  Although  no  money  can  be  drawn  from  the 
treasiuy  without  an  appropriation,  nothing  prevents  a  person 
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from  doing  things  for  the  govcraineDt  with  the  expectation  of 
~  receiving  compeikiation.  So  scr\'icea  of  one  kind  ami  anoUier 
are  rendered  ever)-  year,  and  money  is  regularly  appropriated 
to  pay  for  them.  One  of  the  tricks  occasionally  employed  by 
ix>litica1  parties  to  win  the  fevonible  regard  of  the  people  is  to 
make  the  appropmtions  in  eleven  of  the  bills  as  small  aa 
possible,  and  cover  up  the  deficit  thus  incurred  in  the  defidency 
bill  of  the  following  year.  This  is  like  the  method  of  some 
corporations  that  make  lat^r  dividends  than  have  been 
earned,  borrow  the  money  to  pay  them,  aud  charge  it  to  tlie 
"  construction  Mjcount."  The  phin  was  never  patented  by  the 
inventor,  consequently  all  parties  have  used  it  whenever  they 
imagined  this  cheap  cunning  would  yield  votes.  The  last 
Napoleonic  usurper  in  France  co\-ered  up  $350,000,000, 
fxi>euded  in  fifteen  years,  by  a  mysterious  system  of  book- 
keeping ;  in  our  countrj'  political  jarties  are  too  \vatchfiU  of 
each  other  to  }>crniit  a  game  of  that  kind  to  be  long  played 
without  exjwrture. 

In  rei>ortiug  the  deficiency  bill  for  1875,  the  committee* 
remarked  that  under  the  Acts  then  in  effective  operation  pro- 
hibiting tlie  use  of  unexpended  balances  of  appropriations 
imlesri  specifically  rendered  available,  and  requiring  that 
esi«nditurc,^  should  only  I>e  made  pursuant  to  appropriations 
made  therefor,  tlie  requisitions  for  deficiency  appropriations 
were  decreasing  from  year  to  year.  "  This,  aided  by  the  rigid 
scrutiny  of  all  estimates,  and  exhaustive  study  to  reduce  them, 
has  caused  a  mure  careful  method  of  mnlring  the  same  oo  the 
part  of  the  departments,  resulting  in  a  much  more  exact 
and  economiail  use  of  the  appropriations  when  made."  The 
deficiency  appropriations  did,  indeed,  shrink  until  1877,  whm 
■  So.  270,  43  Cong,  secood  Msuon. 
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they  were  only  $834,695,  but  since  that  time  they  have  been 
increasing. 

iThe  appropriations  are  divided  into  three  classes,  annual, 
permanent  annual,  and  permanent  specific.  The  first  class  of 
ppropriations  are  for  the  current  ordinary  expenditures  of  the 
government ;  the  chief  item  in  the  second  class  is  for  interest 
6n  the  public  debt ;  the  third  class  are  for  improving  rivers 
and  harbors,  fortifications,  buildings,  and  the  like,  and  which 
remain  appropriated  until  expended.  Appropriations  of  each 
class  may  be  definite  or  indefinite ;  in  other  words,  a  definite 
fixed  amount  may  be  appropriated  for  anything,  or  an  in- 
definite amount.  All  the  permanent  annual  appropriations  are 
indefinite,  but  Congress  could  make  them  definite  by  specifying 
fixed  sums  for  all  the  objects  for  the  service  of  each  fiscal  year. 
The  only  difference  between  a  definite  annual  and  a  definite  per- 
manent annual  appropriation  is,  that  the  former  is  made  by  a 
law  passed  annually  "  for  the  service  of '^  one  designated  fiscal 
year,  and  the  latter  by  a  law  operating  until  repealed  for  the 
service  of  each  subsequent  year  without  limit  or  designation.^ 
At  the  close  of  the  Mexican  war  in  1847,  more  than  one- 
half  of  the  national  expenditures  belonged  to  the  second  class 
I  of  appropriations.  The  number  have  been  reduced,  but  the 
departments  have  sought  to  maintain  them  in  order  to  simplify 
and  reduce  the  estimates.  Many  abuses  have  their  origin  in 
permanent  annual  appropriations.  One  illustration  may  be 
given.  During  the  war,  when  authorizing  a  great  loan.  Con- 
gress enacted  that  afixed  percentage  should  be  used  to  pay  the 
expense  of  n^otiating  and  printing  the  bonds.     In  1872  the 

^  See  Gom.  of  Secretaiy  Sherman  to  Speaker  of  the  House,  Dec.  14, 1877, 
and  ftirUier  docomentB  on  the  same  aolgect^  1  U.  S.  Fint  Comptroller's  De- 
dsoo^  diap.  14^  2  ed. 
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\  Committee  of  Ways  and  Means  leomuncndcd  a  bill,  whicli 
passed  vithoat  debate,  making  a  permanent  appropriation  of 
one  per  cent  of  all  notes  and  bonds  and  fractional  cun-eocy 
issued  and  re-issned  in  any  year  as  the  expeuse  of  the  national 
loan.  In  the  year  1874  paper  amonnting  to  S500,000,000 
vas  printed  at  the  treasuiy  department.  Thus  the  anthority 
existed  for  expending  $6,000,000  without  ]e^;is]ative  aotion. 
From  these  appropriations  arose  the  bofeau  of  engraving  and 
printing,  with  twelve  hundred  empk^ees,  whose  salaries  Tvere 
iqpilated  solely  by  the  secretary  of  the  treasury.  The  salaries 
of  five  hnndred  clerks  and  emplc^eea  in  four  of  the  officers  of 
the  treoBuiy  department  were  r^nlated  in  like  manner 
pcvd  from  this  qtpropriation.  In  1874  this  pennaomt 
appropriation  was  swept  away,  and  the  number  and  com] 
sation  of  persons  employed  to  manage  the  national  loan,  print 
the  bonds,  etc,  were  fixed  in  the  annual  l^iislative,  execntive 
and  judicial  appropriation  bill. 

If  Congress  did  wisely  in  subjecting  those  axpenditnza  to 
annual  scrutiny,  why  has  not  a  more  intelligent  r^aid  been 
sliown  in  the  expenditure  for  collecting  duties  on  inqtorts? 
Prior  t4)  1849  the  expense  of  collecting  them  was  paid  from. 
llif  gross  itttipbi,  the  Italancc  going  luto  the  ti'&'isury.     By 
Act  of  that  year  the  gross  receipts  were  paid  into  the  treasury, 
au<I  estimates  were  submitted  to  Congress  for  the  expense 
collecting  them.     In  June,  1858,  a  backward  step  waa  taki 
A  permanent  semi-annual  appropriation  was  made,  and 
lectors  were  autliorizcd  to  apply  certain  customs  fees  towarSJ 
the  coat  of  colloctioD.     The  luiiount  of  tlic  appropriation 
lut'ii  iucreasfd  from  time  to  time,  as  the  receiptH  became  ^^rcBl 
anil  more  difficult  to  collect.     lu  1882  CongrcsB  re(]ain»d  tho 
secretary  of  the  treasury  to  include  in  his  atmnal  estimate  erf' 


3mp3f^^^ 
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expenditures  a  statement  of  the  number  and  compensation  of 
officials,  who,  in  his  judgment,  were  needed  to  collect  the 
revenue,  and  also  an  estimate  of  the  amoimt  required  for  the 
contingent  expenses  of  the  customs  service.  The  evident 
intention  of  Congress  in  obtaining  such  data  was  to  make 
specific  appropriations  for  collecting  the  revenue  from  customs 
in  each  district,  and  to  rei)eal  the  existing  law  providing  for 
a  permanent  annual  appropriation  for  that  purpose.  The 
secretary  transmitted  the  information^  within  the  time  pre- 
scribed. The  aggregate  amount  of  money  required  for  the 
salaries  of  collectors  and  other  officers  was  $6,639,650.  At 
that  time  the  collectors  were  compensated,  some  by  salaries 
only,  others  by  salaries,  commissions,  and  fees,  and  a  third 
class  by  commissions  and  fees.  In  some  cases  the  compensa- 
tion was  too  small  to  insure  the  constant  service  of  competent 
men ;  in  others,  the  salaries  and  emoluments  were  excessive 
for  the  service  rendered.  In  many  districts  no  duties  had 
been  collected  for  years;  in  others,  the  duties  collected  were  not 
enough  to  pay  the  cost  of  collection.^  In  those  districts  the 
duties  of  the  officers  consisted  chiefly  in  issuing  documents  to 
vessels,  collecting  the  hospital  tax  and  fees,  and  in  making  up 
the  monthly  and  quarterly  returns  to  the  treasury  department. 
Nothing  could  exceed  the  simplicity  of  many  of  these  returns, 

^  Ex.  Doc.,  No.  73,  47  Cong.,  second  session. 

'Secretary  Folger  said,  in  his  annual  report  for  1SS3:  "There  are 
twentj-two  ports  of  entry  at  which  not  a  dollar  of  dpties  has  been  col- 
lected for  years,  at  different  times.  There  are  thirty-two  ports  of  entry  in 
which  the  year's  collections  from  all  sources  have  not  ecjualled  the  year's 
expenses.  .  .  .  The  custom-houses  in  these  districts  are,  however,  kept  up, 
with  all  the  foimalitieB  of  activity,  with  deputies,  inspectors,  and  clerks, 
to  make  official  zetorns  to  the  acoinintiiig  offioezs  of  the  treasoiy  and  the 
bureau  of  statistics." 


-  rJ^--  i^  ^--  {;.:.  e' ^.j  r',il«:wT=^  wr^^Jg;  -^no  tm^ 
ii  r-  !L-.  *  "^r^  'T:=r_!:i— j>  Can  3e!=  w=r>!  fct  exacted  by  dw 
jT  :  i'l:-:!,  \~ "•.  1-  t-j^  ^bjor^:  rha:  tie  costoms  servke 
X  111.:  V  -:L:Vi.^.^:ir.  i-  ~  z^  ^T-er  been.  In  1S83  the 
i:::-  (;:;?  :'  :~  .•  ^-T-i  i:  il  i'^  pin:-  w^  about  $600,000, 
-x':JZ~  -'zk  ■:\.-~:  z  ■»■  ~-^-r:'-r  :ht  i^v^coe  was  more  than 
ir,.  .'.*'.  *>'.  Tz-r  >--!  ar=  ■:z:k!i  d-Si-alt  to  collert,  are  paid 
hj  •i.lz—  TTi^r'  i^«'.  ~p«?rter«  cawill-ngly.  and  greatly  inacase 
ir-  ottri'i^  TTTS  -::"  i«:  *rvi-:*.  "The  advantage."  sidd  See- 
PXATj  Fo'is^r.  in  hi?  r^r-irr  in  1h'*3.  "of  fixed  salaries  is 
or-vii  iQi.  An  ■:oj'!i^-r-cab'.e  t^atnre  of  the  present  sr^aa  is 
the  i«npiatii  -n  at  ^inall  p:rt*  to  obtain  additional  compenaa- 
rion  t'>r  sroniep  nn-W  the  K-intled-watehouse  system.  Then, 
tw,  i?  the  iiii'.'":rtainty  i-f  the  amount  i>f  compensition.''  In 
ih^  June  A  :  >.:'  1''74  C-njn.*^  panly  reraeJied  this  defect  in 
th>.-  -viter.:  !  y  ^:\"'2;  Sx-.d  ?alari-:?s  to  the  tiffiwrs  in  the  lead- 
in^:  iw,rt~,  hr,:  ^wpynA  miilway,  I«iving  the  conijiensatioD  of 
i^lhvrs  miLhuni?.-J.  The  iliscrciioii  of  crillertors  and  other 
i?Ustom-h'.'Use  "ffia-rs,  hnwevor,  lias  Uvn  narrowed  by  regulat- 
ing the  numlxT  ami  salarii-.^  of  employees. 

Legislative  refonii  li;i<  certainly  moved  very  slowly  in  thia 
directiuu.  The  uiiniber  of  [kTmaucut  annual  appropriati^ots 
liavt  licen  reduced,  wliilu  others  have  been  so  clearly  defined 
an<l  liinite<I  that  no  lons  is  likely  to  arise.'  A  similar  d^ree 
of  thought  fulness  lias  I)een  shown  by  Congress  in  paring  down 
the  contingent  funds  of  the  departments  to  a  small  figure. 
Congressional  action,  it  mu^t  be  admitted,  has  been  slow  m 

'  "  Annual  approprintionB  fur  specific  purposes,  and  fi>raipecifictiiiie,>i« 
the  only  tniordti  for  expenditure.  If^  then,  we  have  extiavigaiice,  it  (mb  onlj 
be  the  extmvBgance  of  CongTess,  imd  not  of  exacutlTe  afficen."— KEr.  Shv- 
&um,  in  Seaate  speech,  Haj  23, 1670. 
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these  matters,  but  no  one  can  deny  that  in  ordinarv'  appropria- 
tions greater  intelligence  and  scrutiny  are  shown  in  making 
them  than  were  formerly,  and  more  and  clearer  information 
is  given  concerning  them.  From  the  reports  of  the  commit- 
tees and  those  printed  by  the  departments,  the  most  minute 
information  can  easily  be  obtained  pertaining  to  the  receipts 
and  expenditures  of  the  government.^ 

How  singular,  therefore,  that  with  such  a  wise  r^ard  for 
economy  in  the  ordinary  expenditures  of  government.  Congress 

L should  too  often  join  an  utter  disr^ard  for  economy  in  much 
larger  ones !  JGi  annual  illustration  of  this  kind  is  the  river 
and  harbor  bill.  By  a  careful  distribution  of  appropriations* 
enough  votes  are  obtained,  save  on  rare  occasions,  to  pass  a  bill 
-iSr  -appj^listiog  a  Jftige  sum,  from  which  accrues  no  corres- 
ponding public  benefit.  The  pension  arrears  Act  of  1879  is  per- 
haps the  gravest  of  all  the  misappropriations  of  Congress.  On 
the  19th  of  June,  the  year  before,  llr.  Hai-^kell,  of  Kansas, 
moved  a  suspension  of  the  niles,  and  that  the  Committee  on 
Invalid  Pensions  be  discharged  from  the  fiirther  consideration 
of  a  bill  to  provide  that  all  pensions  on  account  of  death  or 
wounds  received,  or  disease  contracted,  in  the  military  service 
during  the  late  war,  should  begin  from  the  date  of  death  or 
discharge  from  service,  and  that  the  bill  be  passed  with  the 
amendment  that  no  claim  agent,  or  other  person,  should  be 
entitled  to  receive  any  compensation  for  ser\'ices  in  making 
applications  for  arrears  in  pensions.  No  report  of  the  proba- 
ble expenditure  was  made,  and  the  bill  passed  immediately  by 
a  vote  of  one  hundred  and  sixty-four  to  sixty-one.  The  pen- 
sion agents,  who  were  to  receive  nothing  for  making  appli- 
cations^ were  the  most  zealous  advocates  of  the  bill ;  for  a 

^  See  Appendix  B. 
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loiig  period  they  had  labored  unceasinglyy  confident  that^ 
if  eiuu'ted,  they  would  resip  fortunes.  The  amendment  was 
harinliiftw,  indeed  .ser\'ed  them  a  good  purpose,  for  many 
now  innocently  suppased  the  measure  was  enacted  primarily 
for  the  benefit  of  the  soldiers,  instead  of  the  pension  agents. 
The  House  passed  tlie  bill  with  that  self-disinterestedness 
which  has  marked  the  conduct  of  so  many  members  on  the 
jMissiige  of  river  and  harbor  bills  and  similar  measures,  ex- 
IKX^ting  no  return  save  the  grateful  remembrance  of  the  sol- 
dier at  the  ballot  lx)x,  yet  confidently  expecting  that  the  bill 
would  forever  slw^p  in  the  SvUiate.  On  the  16th  of  January, 
however,  Si^nator  Ingalls  pufcjhed  the  bill  through  the  upper 
branch.  Interrt>gattHl  i\)ncerning  the  pmbable  expense,  he  re- 
pli(Hl,  "Soniowhoiv  ironi  eightwn  to  twenty  million  dollars.'* 
Only  lour  senators  votc^l  nay  ;  but  having  the  same  opinions 
and  sentiments  that  aniniatiHl  the  House  in  their  action,  they 
cxuniti.Hl  eonliu(.ntlv  on  tlio  PivsiiU'ut  to  kill  the  bill.  Mr. 
SI  ion  nan,  who  was  sci'iviary  of  the  tivasury,  prepared  a  calcu- 
laiiv>n  ol*  I  ho  j>rol)al)lo  oxponso,  and  nrgtvl  President  Hayes  to 
sond  baok  a  voiv»,  but  ho  oouohuloil  that  if  the  two  Houses 
woi\'  >o  imwiso  a<  to  pass  snoh  a  thoughtless  and  "wasteful 
nioasuro,  they  ouirht  to  sulior  by  the  exix^sui'e  of  their  ignor- 
aniw  wliioh  wonld  ha]>p.n  by  the  o^x^ration  of  the  law.  The 
sum  paid  tliat  yoar  ior  arn.-ars  of  jx-nsions  was  S5,373,(>X) ;  in 
1  SS(\  Si l\o  11 J »2o  ;  the  foi\*e  in  the  jx?nsion  bureau  was  in- 
iiva>od,  and  t!^-  law  ])rovctl  oaj)aoious  euough  die  next  year, 
with  tlu-  oixlinary  |\  n-ion  oxivuditinvs,  to  absorb  S50,059,279, 
and  in  1882,  ;?t;i,;>-lo.lOo,  while  the  estimate  for  the  next  vear 
was  ?1  (^<\000.(>^>.     By  that  time  the  i>eople  were  startled,  and 

ft 

K^snm  to  iuijuire  into  the  nature  of  the  pension  arrears  ML 
Si'uator  Ingalls'^  modest  guess  of  eighteen  or  twenty  milli^^nft 
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vanished  on  the  very  eve  of  paying  the  arrears,  and  the  hun- 
dreds of  millions  that  have  followed  since  have  not  filled  the 
chasm  of  expenditure  created  by  Congress  without  a  serious 
recorded  thought. 

Occasionally  legislation  is  injected  into  an  appropriation  bill. 
This  usually  relates  to  appropriations,  though  not  always. 
In  1877,  a  fierce  controversy  on  this  subject  raged  between 
the  two  Houses.  The  House  was  Democratic,  and  desired  to 
reduce  the  number  of  the  army  from  twenty-five  thousand  to 
seventeen  thousand  men,  the  number  of  raiments  to  eleven, 
the  pay  of  the  oflScers,  and  to  reorganize  several  of  the 
bureaus  of  the  war  department.  These  changes  were  incor- 
porated in  the  army  appropriation  bill.  The  most  objection- 
able feature  of  all  to  the  Republican  members  prescribed  that 
no  part  of  the  money  appropriated  should  be  used  m  any 
State  to  maintain  the  political  power  of  the  State  government. 
In  the  Senate,  a  new  bill  was  re{K)rted  as  a  substitute,  similar 
to  the  army  appropriation  bill  of  the  previous  year.  The 
majority  of  the  House  knew  that  the  only  chance  to  accom- 
plish their  purpose  ^vas  to  inject  the  distasteful  proposition  into 
an  appropriation  bill.  But  the  Republicans  would  not  swallow 
the  dose.  Several  committees  of  conference  of  the  two  Houses 
were  appointed,  and  neither  committee  agreeing,  the  bill  failed. 

Some  excellent  l^islation  has  been  embodied  in  appropria- 
tion bills.  The  valuable  laws  of  1870,  1874,  and  1878, 
relating  to  unexpended  balances,  formed  sections  of  the 
deficiency  bills,  and  possibly  could  not  have  been  passed  as 
independent  measures. 

What  has  been  the  ratio  of  expenditure  to  population  at 

difierent  periods  is  a  more  curious  than  useful  inquiry.    A 

somewhat  numerous  class  of  writers,  it  is  true,  never  weary 

85 
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with  presenting  statistical  averages  to  show  the  conduct  of 
Hooioty ;  but,  tliough  often  imjKJsiug,  they  possess  the  smaUest 
nionil  signifiotincc.  If  our  pagL.s  were  filled  with  figures 
sliowing  the  growth  of  population  and  exi>enditures  by  years 
or  de(~ades,  they  would  not  contain  the  faintest  gleam  conoem- 
ing  the  wistloni  of  thase  exi)enditure3,  or  how,  or  in  what 
niannor,  they  promoted  individual  or  national  welfare.  They 
would  show  tliat  the  expenditure  j)er  capita  was  larger  at  one 
time  than  another;  but,  starting  with  no  standard  of  a  correct 
expnditure,  the  (.x)mparison  would  not  show  whether  too 
much  or  tix)  little  \\'as  exix?ndi\l,  nor  why  the  variations 
hapix^neil,  nor  whether  they  were  ju:?tified  by  the  results. 
An  inquirj'  of  this  kind,  therefore,  may  well  be  omitted  as 
X\yo  unfruitful.  To  i^tablish  a  wrrect  standard  of  expendi- 
tuiv,  and  show  the  prinoipd  variations,  their  causes  and  efiects, 
would  rLH]uire  a  volume.  Not  having  this  space,  we  must  look 
at  the  subjtvt  from  other,  if  less  satisfaetorj',  points  of  view. 

The  exjK^nditures  may  Ix)  dividcil  into  two  kinds;  those 
iuounwl  tor  tho  iKWssarv  nuiintonauiv  of  the  government  in 
jH'-acv  and  ^^•ar,  and  others  not  boarius::  the  stamp  of  necessity. 
"With  R\<iKX't  to  tlk"  formor,  the  ^uesti^ius  that  may  be  most 
prolitaMy  aiis\\\n\\l  iiri^* :  AVluu  ?erviivs  and  materials  were 
^l"^[llil^^K  what  niotlK^l^  woiv  adv»pti\l  to  obtain  them,  what 
inijHTUvtion^  havo  oxisto.l  in  tlu^k*  metluxls,  and  what  pio- 
irvi><  hns  K-x-n  ::::!  L'  i:i  ivr.i..nin;:  th».:ii? 

T:iv  :iir.nKr  of  ji  1*^0: is  i  :^c:ip.\l  in  jrvvoniment  employ  has 
iilwny-i  K\:i  a  :i):r.:.v  ••!'  ^-viiivi-r.?.  osjvoially  by  the  party  not 
\\\  \\'\\c\\  'X\\\.  V- :•::*!  :-r.i  :-«  al::i>:  as  old  as  the  government. 
Hardily  a  <«.^^<ion  «f  C\'i\:;:\>s  luis  jvisstJ  without  a  nepe- 
ii:iv:i  .^i'  11,  and  i:ivos::p«i.':i-  :o  prvA-o  its  truth  have  been 
fn\|Utnt.     Nothing  i<  mort-  A^mmon  than  tor  persons  iuiw> 
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quainted  with  public  business,  after  visiting  the  departments, 
to  conclude  that  the  employees  have  but  little  to  do,  and  that 
large  numbers  could  be  dismissed  without  detriment  to  the 
service.  Moreover,  some  persons  have  always  maintained 
that  the  government  ought  to  employ  freely  and  pay  liberally. 
When  the  heads  of  the  departments  have  been  asked  if  they 
could  diminish  the  number  under  their  control,  they  have 
generally  given  a  negative  answer.  Of  course,  a  much  smaller 
number  might  transact  the  public  business  if  the  method  of 
doing  it  were  more  direct,  but  such  a  change  would  jeopardize 
the  security  now  existing  against  fraud  and  error.  Every 
now  and  then,  a  fresh  member  of  Congress,  thirsting  to  dis- 
tinguish himself,  builds  up  a  grand  plan  for  transacting  the 
public  business,  whereby  millions  of  money  and  the  unmeas- 
ured patience  of  claimants  can  be  saved.  The  reductions  of 
force  in  mast  cases  in  our  national  history,  except  after  the 
wars  with  Great  Britain,  Mexico,  and  the  South,  were  ordered 
at  the  beginning  of  the  flood  tide  of  a  new  administration, 
either  supposing  that  the  reduction  was  practicable,  or  to 
swell  the  number  after  a  short  interval  with  persons  more 
closely  identified  with  those  in  power. 

The  method  of  appointment  has  long  been  an  exciting  tlieme 
of  discussion.  Witli  no  political  topic  is  the  general  reader 
more  fiuniliar.  The  selecting  of  men  because  they  were  fit, 
and  the  retaining  of  them  for  the  same  reason,  has  always 
been  a  live  theme  among  statesmen,  politicians,  and  the  people 
from  the  days  of  Hamilton.  At  last  a  service  based  on  fitness 
has  been  adopted ;  time  will  demonstrate  whether  the  people 
have  virtue  enough  to  sustain  it.  The  chief  vice  of  the  old 
system  was  not  the  mode  of  appointment,  but  the  mode  of 
lemoval.    So  long  as  an  employee's  tenure  of  office  ^vas  in- 
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secure,  whatever  might  be  the  d^ree  of  the  efficiency  of  his 
service,  his  incentive  was  slight  for  doing  his  best,  and  a  true 
interest  and  enthusiasm  for  the  public  service  could  hardly  be 
expected.  Most  of  the  places  require  but  little  skill;  no 
excuse,  therefore,  could  be  made  for  getting,  or  long  retaining, 
persons  incompetent  to  fill  them.  The  work  of  the  govern- 
ment is  like  that  of  a  great  watch  factory,  which  is  so  minutely 
subdivided  that  a  person  of  very  ordinary  intelligence  can 
quickly  learn  to  perform  well  the  little  part  assigned  to  him. 
Only  here  and  there  in  the  government,  or  a  watch  fictory,  is 
a  man  required  possessing  superior  ability.  Hence  the  getting 
of  men  who  were  competent,  for  most  of  the  places,  or  who 
could  easily  become  so,  has  always  been  an  easy  thing.  A 
great  number  who  have  sought  for  government  employ  have 
been  unfortimate  in  business,  and  knew  of  no  other  way  to  get 
a  living.  Those  who  fail  in  middle  life,  or  later,  and  who 
are  unable  to  continue  their  business,  bitterly  know  how 
difficult  it  is  to  find  another.  Their  habits  are  fixed,  they  are 
not  &cile,  and  employers  prefer  younger  men,  who  are  more 
receptive  to  ideas  and  impressions.  In  despair  they  turn  to 
the  government,  and  from  an  early  period  it  has  been  a  vast 
working  asylum.  Most  who  have  entered  it  have  quickly 
mastered  the  work  assigned  to  them,  and  if  permitted  to  re- 
main as  long  as  they  were  efficient,  the  public  service  would 
not  have  suffered  from  their  presence.  But  the  spoils  doctrine 
has  been  a  terrible  and  perpetual  tempest,  spreading  fear  and 
insecurity  everywhere,  for  no  one  has  ever  known  when  he 
would  be  struck.  In  every  case  he  has  been  sure  that  his 
time  was  brief.  Who,  in  the  near  presence  of  death,  ever 
stirred  hi.s  earthly  ambition  ? 

Perhaps  a  wider  unanimity  of  sentiment  has  prevailed 
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oonceming  the  oompensation  paid  to  those  employed  by  the 
government  than  on  almost  any  other  krge  question.  This 
subject  is,  indeed,  a  perennial  one,  yet  it  may  be  truly  said 
the  government  has  been  served  cheaply.  Of  course,  an  excep- 
tion must  be  made  of  the  incompetent,  who  are  dear  at  no 
price.  From  the  President,  cabinet,  and  judiciary,  down  to 
the  least  paid,  the  oompensation  given  has  been  justified  by 
the  services  rendered.  The  flagrant  cases  of  excessive  com- 
pensation have  been  for  extra  services,  and  in  the  bestowal  of 
fees.  Many  of  the  weeds  in  the  garden  of  the  fee  sjrstem  have 
been  pulled  up;  nevertheless,  others  are  yet  rankly  growing 
which  ought  to  be  destroyed. 

Turning  now  to  purchases  of  the  government,  the  law  pro- 
vides for  making  them  in  many  cases  by  competition,  and  with 
sufficient  publicity  to  get  the  best  rates  and  escape  imposition, 
if  executed  with  an  honest  purpose.  But  when  officials  have 
been  selected  lacking  this  quality,  they  have  used  the  law  to 
blind  those  around  them  and  to  perpetuate  frauds.  The  crea- 
tion of  machinery  into  which  men  will  be  so  perfectly  fitted  as 
to  work  perfectly,  whether  they  wish  to  work  so  or  not,  has 
not  been  devised,  and  never  will  be.  Some  approximations 
have  been  made;  our  elaborate  system  of  checks  and  duplica- 
tions combines  simplicity  with  security  against  fraud  and 
error.  If  we  regard  this  system  with  rational  pride,  it  must 
also  be  mingled  with  shame  in  consequence  of  the  frauds  tliat 
have  been  committed  by  means  of  it,  or  with  fear  that  others 
lie  unseen  beneath  the  surface.  The  business  of  administer- 
ing the  government  is  constantly  changing,  and  so,  while  the 
discretion  of  officers  is  narrowed — not  always,  it  must  be 
admitted,  as  it  ought  to  have  been — new  necessities  give  rise 
to  fresh  exercises  of  discretion^  and  for  wrong-doing.    The 
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mi>t  iijipn-=-iv<.'  l»>win  x**  l>e  learne«l  in  ^stiuhnng  the  histoiy 
of  tlu:  ox|iC'K<liturf-  of  tb*/  g"\X'rnment  \<j  that  honest  and  capa- 
ble m*rn  are  the  unlv  ?iafj^iianl.s  aj.'aiurrrt  inefficient  and  dfe- 
honerft  management.  Wi-e  law-  may  prove  helpful,  friendly 
light-  to  make  plain  the  true  way,  but  no  law.s,  however  lumi- 
nous, will  Ije  faiihfullv  exeoute^l  bv  the  vieiou.s.  or  tho?e  who 
are  exclusively  seeking  pers<»nal  end-.  If  the  [leople  sought 
to  put  the  fitteriit  men  in  office^  g^^^t  and  small,  ha\nng  &ith 
in  their  capacity  and  intention  to  conduct  public  afiair^  wisely, 
instead  of  selecting  inferior  men,  and  then  making  laws 
wherein  for  them  to  walk,  and  liarriers  to  prevent  them  from 
doing  wTong,  statute  making  would  decline  in  importance  as 
the  art  of  governing  improved. 

Many  large  undertakings  have  Ijeen  performeti  by  the  gov- 
ernment itself.  es[K.'cially  the  constructing  of  forts  and  build- 
iiig:*,  l)ut  the  L-couoniy  of  the  miwle  ha-  l>e*jn  often  questioned. 
Sjnie  of  the  j>ubli<:  Ijuilding.-  have  lx.-en  erected  by  contract 
with  individuals,  whoreby  they  rc-ceiveil  a  stipulated  price  for 
the  niati*rial  u.-wl,  i»repantl  and  put  it  in  place,  and  were  paid 
a  iK.Tf^'ntage  on  the  exjK'nditure.  Such  contracts  were  certainly 
of  a  dangerous  nature :  fur,  the  larg«T  theexix-nditui-e,  the  more 
the  c<i!itractor  receivcnl.  Yet  we  ought  to  a«ld  that  the  gov- 
ernment liiLs  genenilly  Ix-eu  honestly  scr\'ed  in  these  cases. 
Tile  .secretary*  of  the  tixasury  was  careful  in  making  the  con- 
tnicts  :  in  many  cases  the  c<jutractors  had  a  genuine  pride  to 
do  their  part  honestly  and  well,  and  there  is  ample  authority 
for  the  statement  that  the  l)uildings  thus  constructed  are  the 
cheai)est,  considering  their  fjuality,  that  have  been  erected. 
The  government  had  inspectors  and  superintendents,  but  it 
would  have  l>eeu  easy  to  practice  fraud  had  the  secretary  of 
the  treasury  or  the  contractors  Ix^en  dishonest. 
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One  of  the  most  interesting  undertakings  of  the  government 
to  save  money  was  in  establishing  the  bureau  of  engraving 
and  printing.  Only  a  few  companies  existed  in  the  country 
at  the  time  of  Mr.  Chase's  determination  to  have  this  work 
done  at  the  treasury  department,  and  their  profits  were  very 
great.  The  continuing  of  the  war  caused  the  issuing  of  many 
more  bonds  and  l^al-tender  notes  and  fractional  currency 
than  Mr.  Chase  at  first  supposed  would  be  issued.  The 
business  of  the  bureau  soon  grew  to  enormous  proportions. 
From  the  outset  the  bank-note  companies  put  forth  vigorous 
efforts  to  dissuade  the  secretary  of  the  treasury  from  attempt- 
ing to  print  the  public  securities  in  the  department.  Failing 
to  convince  him  that  the  work  could  not  be  done  with  so  much 
security  by  the  government  as  by  themselves,  they  tried  to 
convince  him  that  the  superintendent  of  the  bureau  was 
unworthy  of  his  confidence.  They  were  unceasing  in  their 
attacks  on  the  bureau,  and  found  a  zealous  assistant  in  the 
House,  who  represented  one  of  the  districts  of  the  city  of  New 
York.  No  sooner  was  one  investigation  ordered  and  con- 
cluded than  another  was  begun.  These  attacks  were  continued 
year  after  year.^  When  the  national  banking  system  was 
established,  and  the  notes  of  the  State  banks  were  doomed,  a 
tremendous  addition  was  made  to  the  business  of  the  bureau. 
The  more  the  business  increased,  the  keener  and  less  scrupulous 
were  the  companies  in  their  efforts  to  destroy  the  bureau.  In 
one  of  the  investigations  it  did  appear  that  inexcusable  n^li- 
gence  and  carelessness  had  crept  into  the  work  of  the  bureau, 
but  no  fraud  was  discovered.  An  investigating  committee 
in  1875  declared  that  the  establishment  of  the  bureau  "  was 

^  House  Beport»  No.  150, 43  Cong.,  second  aoflBion.  Report  by  Joint  Select 
Gommittee,  No.  278»  40  Cong.,  third  Mauon. 
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judicious  and  wisc^  both  as  a  matter  of  safety  and  economy. 
Both  the  national  treasur}-  and  tlie  citizen  had  been  protected 
from  spurious  issues  of  currency  and  other  securities  to  a  d^iee 
quite  impossible  liad  they  been  prepared  by  contract  with 
private  parties.  There  can  haixily  be  a  doubt,  had  the  gov- 
ernment depended  for  its  enormous  amount  of  work  upon  the 
bank-note  companies  and  individual  firms  alone,  the  demands 
would  have  far  exceeded  tlie  sums  actually  jiaid."  Mr.  Cliase, 
in  truth,  followed  the  examples  of  the  Bank  of  England, 
and  of  continental  countiies,  and  the  cruel  persistency  with 
which  the  bank-note  companies  strove  to  break  up  the  bureau 
was  conclusive  proof,  on  the  one  hand,  of  the  profits  they 
expected  to  make  if  they  could  get  control  of  tlie  business, 
and,  on  the  other,  of  the  justification  of  the  government  to  do, 
if  practicable,  its  own  engraving  and  printing.  It  ^vas  a 
hazardous  thing  to  attempt,  and  unceasing  vigilance  was 
required  to  prevent  frauds ;  but  the  success  of  the  experiment 
long  ago  satisfied  nearly  all,  except,  jxjrhaps,  the  bank-note 
comj)auies,  of  the  wisdom  of  it.  Fur  considerable  jxiiiods  it 
provcil  a  comfortable  asylum  for  many  needless  pei'sons  who, 
by  a  strained  use  of  language,  were  "employed"  by  the 
government ;  but  under  Mr.  Sherman^s  administration  of  the 
treasury  they  disapi)eared,  and  since  that  time  the  bureau  lias 
generally  been  prudently  managcil. 

Whether  the  government  has  l)een  justified  in  erecting  so 
many  buildings  during  the  last  twenty  years  is  a  question 
'•vhieh  need  not  detain  us  long,  because  opinions  vary  and  pro- 
bably always  will.  Their  a>nstruetion  belongs  rather  to  the 
second  class  of  exixinditures,  for  they  cannot  be  considered 
necessities.  Kegarded  from  tlie  economical  side,  the  govern- 
ment in  most  cases  could  hire  much  more  cheaply  than  build; 
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these  structures^  therefore,  cannot  be  defended  on  the  ground 
of  economy  But  our  country  having  grown  rich  and  popu- 
lous, public  sentiment  very  generally  has  favored  the  erecting 
of  buildings  for  use  and  adornment  and  symbols  of  national 
greatness.  Every  city  is  ambitious  to  have  one  or  more  gov- 
ernment buildings  to  enrich  its  appearance.  One  reason 
why  appropriations  of  this  nature  are  so  readily  granted 
is,  that,  like  those  for  rivers  and  harbors,  they  furnish  proof 
of  l^islative  capacity,  and  improve  the  chances  of  mem- 
bers to  retain  their  seats.  This  seems  a  singular  test  for 
determining  the  efficiency  of  a  congressman ;  yet  if  one  of  the 
crudest,  it  is  one  of  the  most  potent  Though  every  city  pays 
toward  the  construction  of  all  the  buildings  in  other  places, 
the  gain  received  is  so  clearly  perceived  by  the  senses,  and  the 
contribution  toward  the  erection  of  others  is  made  in  such  an 
indirect  manner,  that  not  much  dissatisfaction  has  been  ex- 
pressed about  these  expenditures  during  the  last  twenty  years. 
The  appropriations  for  rivers  and  harbors  are  encountering 
more  opposition.  A  deeper  channel  cannot  be  so  clearly  seen 
as  a  fine  building.  Moreover,  the  buildings  do  fulfill  a  public 
use,  though  the  people  might  be  served  as  well  at  less  expense, 
leaving  out  the  gratification  of  the  sense  of  beauty  and  similar 
considerations.  The  return  to  the  public  for  the  millions 
spent,  euphemistically  in  "  improving  the  navigation,^'  is  so 
small  that  the  inquiry,  though  long  delayed,  whether  it  ought 
not  to  stop,  is  likely  to  receive  a  correct  answer.  Of  course, 
many  of  the  appropriations  for  this  purpose  have  been  fully 
justified,  the  navigation  of  many  rivers  and  harbors  has  been 
improved,  but  too  often  such  appropriations  have  simply 
improved  the  fortunes  of  the  contractor  without  a  oorrespond- 
ii^  benefit  to  the  pubUa 
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tives  have  realized  that  this  was  a  popular  tune  to  play.  On 
the  other  hand,  this  has  never  been  popular  with  those  em- 
ployed by  the  government,  for  it  meant  a  reduction  in  num- 
ber and  compensation.  If  the  majority  of  the  legislative  body 
•  b^^Q^gcd  to  a  different  party  from  the  admimstrative,  then  if 
was  cag}^  for  the^  former  to  J)reach  economy  in  and  out  of  sea- 
son ;  but  if  both  departments  of  the  government  were  con- 
trolled  by  the  same  partyj  which  usually  has  been  the  case, 
then  the  more  difficult  problem  existed  of  preaching  reform 
and  economy  from  the  housetops,  to  gain  the  confidence  of  the 
i^eople.  ^d  qJ  leaving  things  mitouched  within  to  retain  the 
support  of  the  great  army  of  government  officials  and  theif^ 
friends.  Thus  a  dual  policy  has  been  sometimes  pursued  in 
these  matters.  Moreover,  the  heads  of  the  departments,  with 
rare  exceptions,  have  opposed  retrenchment,  because  this  im- 
plied extravagance  or  incompetency  on  their  part,  and  reacted 
un&vorably  on  the  party  to  which  they  belonged.  A  politi- 
cal party  has  never  been  slow  to  sit  in  judgment  on  the  op- 
posing one,  but  the  task  has  never  been  so  congenial  of  per- 
forming the  double  function  of  acting  as  accuser  and  accused. 
And  whenever  this  could  not  well  be  avoided,  it  was  far  more 
agreeable  to  sustain,  if  possible,  what  had  been  done,  than  to 
criticize  and  condemn.  It  is  true  that  parties  seek  to  become 
strong  by  acting  for  the  general  good,  but  not  always.  Party 
advantage  is  by  no  means  synonymous  with  national  advance- 
ment, but  often  has  been  the  reverse.  Thus  the  appropria- 
tions have  been  determined  in  a  varying  though  always  large 
degree  by  party  considerations ;  and  these,  in  most  cases,  can- 
not be  redujced  to  principles.  To  retain  or  gain  power  lias 
been  the  ambition  of  parties  at  all  times,  and  so  far  as  the  ap- 
propriation of  money  could  be  used  to  accomplish  this  end. 
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wliether  much  or  little,  whether  to  soldiers  or  for  buildingg^ 
or  rivery,  or  luirbors,  pirties  in  our  country  have  fireely  used  it. 

During  some  sessions  appropriation  bills  have  formed  the 
diiof  topics  of  debate,  but  even  then  party,  not  country,  has 
lHX»n  upi>ermost  in  the  minds  of  many  a  participant.  This 
judgment  does  not  apply  to  all ;  on  the  other  hand,  at  eveiy 
setssion  some  members  have  tried  to  frame  these  bills  on  rational 
principles.  The  debates  are  strewn  with  remarks  showing  the 
keenest  regard  for  the  national  honor  and  upbuilding.  In  too 
many  instances,  though,  the  bills  have  been  reported  near  the 
clase  of  the  session,  and  rushed  through  with  little  or  no  debate. 
Their  indifference  in  appropriating  public  money  is  in  striking 
contrast-  with  their  n^ard  on  many  occasions  for  its  expendi- 
ture by  the  departments.  Occasionally  they  have  awakened, 
and  intelligently  winnowed  the  items  in  a  bill,  but  confiding 
in  the  honesty  and  wisdom  of  the  Appropriation  Committee, 
tlie  appropriations  during  nearly  the  whole  of  our  national 
history  have  been  annually  determincil  by  a  dozen  men. 

Too  many  members  have  had  a  personal  interest  in  claims 
l)efore  Congress,  and  have  exerted  their  utmost  to  obtain  ap- 
propriations fur  them.  In  other  cases  they  have  been  in- 
dcbteil  to  claimants  for  money  in  securing  their  election,  or 
other  aid,  and  have  felt  bound  to  repay  at  the  public  expense. 
C<)nii;res.<mcn  have  Ix^cn  ela*ted  sometimes  through  the  in- 
fluence; of  those  opposed  to  tliem  [)olitically,  expecting  to 
serve  on  patent,  or  land,  or  claims  committees,  and  in  that 
eapaeity  rendei*  valuable  service  to  those  who  had  thus  assisted 
in  tlieir  election.  In  every  Congress,  therefore,  members  may 
Iw  found  dressed  in  deceptive  clothing,  and  who  go  as  far  in 
plucking  the  public  goose  as  they  dare.  Their  chief  exertions 
centre  around  narrow  jKjrsonal  ends,  and  all  kinds  of  promises 
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are  made  to  accomplish  their  schemes.  One  may  read  the 
uumerons  private  bills  in  the  statute  book  with  surprise, 
knoAvdng  that  many  larger  public  measures  failed;  but  when 
it  is  remembered  that  their  authors  diligently  charged  the 
congressional  furnace  a  whole  session,  putting  into  it  and  melt- 
ing every  variety  of  promise,  so  that  when  the  furnace  should 
be  finally  discharged,  every  one  interested  should  have  his 
mould  filled,  the  surprise  is  over. 

The  appropriations  of  Congress,  therefore,  are  the  per- 
petual proofe  of  the  morality  and  intelligence  of  the  members. 
The  ordinary  current  appropriations  will  stand  the  stronger 
light  of  scrutiny  than  any  other.  The  more  personal  they 
are,  and  the  more  closely  they  have  related  to  the  fortunes 
of  members,  the  less  rational  criticism  they  will  bear.^  At  all 
times  appropriations  have  been  the  outcome  of  a  great  variety 
of  notions  and  considerations.  It  would  be  difficult  to  extract 
from  them  any  principle,  save  that  of  serving  the  individual 
first  as  far  as  he  dared  go,  and  the  country  afterward.  Of 
course,  the  annals  of  Congress  are  adorned  with  many  a 
splendid  exception ;  unhappily,  they  have  rarely  had  influence 
enough  to  set  the  current  in  a  right  direction. 

Members  of  Congress  have  often  acted  in  the  strong 
light  of  another  consideration — namely,  that  if,  in  appropri- 
ating the  public  money,  public  or  party  ends  were  opposed 
to  narrower  or  more  personal  ones,  the  latter  should  be  first 
regarded.  Of  course,  they  have  never  forgotten  the  public, 
or  not  often.  They  have  realized  that  bounds  existed  beyond 
which  they  could  not  safely  go.  They  have  clearly  under- 
stood that  the  vision  of  people  was  clearest  and  strongest  at 

^  See  articles  in  N.  Am.  Ber.,  yoL  128,  p.  572,  by  Pres.  Qarfield,  and  vol. 
187,  p.  19,  by  Bep.  Holmaii. 
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slu»rt  nuige,  ami  tlieivfore,  if  a  congressman  could  get  an  ap- 
l>i\>i>riatiou  fur  a  huililing  or  a  river,  he  knew  that  tliis  would 
Ix*  iKTceiveil,  while  the  true  cost  of  it  to  the  country  would 
not  be.  His  hold  on  his  constituency  would  consequently  be 
stR^ngtlieneil  because  of  their  ability  to  see  the  one  thing  and 
inability  to  see  the  other.  Members  of  Congress  have  not  in- 
frequently acted  from  much  narrower  considerations. 

The  least  defensible  of  all  the  appropriations  of  Congress 
are  for  claims.  For  a  long  time  it  has  been  certain  enough 
that  neither  the  committees  of  Cougi-css  nor  the  accounting 
officers  of  the  tivasury  department  a>uld  properly  examine  dis- 
puteil  or  questionable  claims.  The  evidence  is  ex  parity  and 
many  fraudulent  claims  are  presented,  reix)rted  favorably  and 
paid.  For  many  years  some  membei's  of  Congress  have  been 
trying  to  have  them  referred  to  the  tribunal  especially  created 
to  examine  and  report  on  such  matters.  To  the  forty-seventh 
Congress  nearly  four  thousimd  claims  were  presented.  Much 
time  is  recjuired  to  hear  the  evidence.  Said  a  committee  of 
Conj^ress  in  their  report^  on  this  subject:  "The  pressure  of 
business  is  now  so  groat  that  the  claims  l)efore  the  conmiittees 
are  generally  allotted  for  examination  to  sub-committees  of  one, 
two,  or  three  m(.'mboi>5.  Claimants,  therefore,  naturally  begin 
l)y  seeking  fii'st  a  favorable  committee  to  which  to  refer  their 
<?lainis,  and  next  for  a  favorable  selection  from  that  committee 
to  consider  them.  Evidence  is  then  offered  in  the  form  of 
statements  or  ex  jiartc  affidavits.  There  is  no  answer,  usually 
no  personal  appearance  of  witnesses,  no  cross-examination,  no 
opposing  testimony,  no  intjuiry  by  nor  a2)2)earance  on  the  part 
of  the  government,  no  general  publicity,  no  check  against 
fraud,  and  no  prescribed  rules  and  regulations  for, the  iuveisti- 

'  No.  198,  4G  Cuug.,  second  sesidon. 
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gatiou.  Many  of  the  claims  are  impressed  with  a  sectional  or 
l)arty  character  especially  calculated  to  exclude  all  judicial  fair- 
ness in  their  consideration.'^  Then  they  are  reported  to  the 
House,  and  in  some  cases  action  is  speedily  taken ;  in  others, 
long  delayed.  Many  a  just  claim  pending  before  Congress  is 
half  a  century  old,  many  a  fraudulent  one  has  been  paid,  many 
a  defeated  one  reappears.  A  claim  against  the  government  is 
endowed  with  immortality.  The  reports  of  Congress  are 
strewn  mth  long  and  laborious  reports  on  the  claims  of  McGrar- 
rahan,  Chorpenning,  Fisher,  HoUiday,  Beaumarchais,  the  two- 
per-cent  land  claims  of  some  of  the  Western  States,  spoliation, 
and  a  long,  if  not  goodly,  list  whose  names  are  as  familiar  to 
congressmen  as  those  of  their  own  children.  A  history  of 
the  persistent  and  often  desperate  efforts  displayed  in  press- 
ing some  of  these  claims,  the  ingenious  and  extraordinary 
expedients  employed,  the  elaborate  and  crooked  devices,  would 
be  one  of  the  most  curious  as  well  as  one  of  the  saddest  ever 

written. 

In  1864  Congress  authorized  the  comptroller  of  the  treasury 

to  ascertain  the  amount  due  to  certain  officers  and  report  the 
same  for  allowance.  This  relieved  Congress  from  the  con- 
sideration of  one  class  of  claims.  They  were  the  most  merito- 
rious of  all,  and  Congress  could  not  deal  promptly  by  the 
claimants.  In  1884  a  bill  was  reported  to  the  House*  recom- 
mending a  reference  of  all  the  claims  presented  to  Congress 
to  the  Court  of  Claims,  and  also  all  involving  controverted 
questions  of  law  and  fact  pending  in  the  departments,  and  pre- 
scribing a  limitation  of  time  for  presenting  them.  The  obvious 
merit  of  this  measure  ought  to  have  secured  its  prompt  adop- 
tion.   If  passed,  what  a  multitude  of  claims  would  have  been 

^Beport,  No.  471, 47  Cong.,  fint  seesicm. 
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ccjnsigned  to  the  grave !  It  was  doubted  whether  the  Court  of 
Claims  could  transact  so  much  busiuesSy  but  Chief  Justice 
Drake  assured  the  committee  who  reported  the  bill  that  he  did 
'^  uot  believe  that  more  than  one  claimant  in  twenty  would 
ever  file  a  petition  in  the  Court  of  Claims.''  No  one  questioned 
the  opinion  of  the  chief  justice,  and  who  with  reason  oould  have 
done  so ;  for  had  he  not  had  a  long  and  unrivaled  experience  in 
dealing  with  tliLs  class  of  persons  ?  Accepting  the  opinion  as 
true,  what  a  judgment  was  implied  on  that  numerous  and 
persistent  army  of  claimants,  who,  year  after  year,  have  been 
flitting  around  Congress  like  the  hardened  and  insatiable 
gambler  around  the  famous  gambling  places  of  Europe,  and 
what  a  terrible  judgment  was  implied  on  that  body  of  men  who 
year  after  year  have  continued  the  farce  of  recommending  the 
pajrment  of  claims  on  a  one-sided  statement,  on  which,  if  a 
judgment  were  rendered  by  a  court  of  law,  the  tribunal 
would  inevitably  be  visited  with  universal  and  just  contempt ! 


APPENDIX. 


A. 

The  National  Democratic  platfonn  of  1882  (May  11)  contained 
the  following  resolution :  "  Tliat  an  adequate  protection  to  American 
industry  is  indispensable  to  the  prosperity  of  the  country ; "  and  that 
an  abandonment  of  the  policy  at  this  period  would  be  attended 
with  consequences  ruinous  to  the  best  interests  of  the  nation.  The 
fourth  resolution  of  the  Democratic  platform  of  1840  (May  5),  was : 
"  That  justice  and  sound  policy  forbid  the  Federal  government  to 
foster  one  branch  of  industry  to  the  detriment  of  another,  or  to 
cherish  the  interests  of  one  portion  to  the  iiyury  of  another  portion 
of  our  common  country ;  that  every  citizen  and  every  section  of 
the  country  has  a  right  to  demand  and  insist  upon  an  equality  of 
rights  and  privil^es,  and  to  complete  and  ample  protection  of 
persons  and  property  from  domestic  violence  or  foreign  aggression." 
And  the  fifth  resolved,  "  That  it  is  the  duty  of  every  branch  of  the 
government  to  enforce  and  practice  the  most  rigid  economy  in 
conducting  our  public  afiairs,  and  that  no  more  revenue  ought  to  be 
raised  than  is  required  to  defray  the  necessary  expenses  of  the  gov- 
ernment." These  two  resolutions  were  reaffirmed  in  the  Democratic 
platform  of  1844  (May  27).  The  Whig  platform  of  the  same  year 
(May  1)  contained  a  single  resolution,  one  portion  of  which  was,  **  a 
tariff  for  revenue  to  defray  the  necessary  expenses  of  the  govern- 
ment, and  discriminating  with  special  reference  to  the  protection 
of  the  domestic  labor  of  the  country." 

At  the  Democratic  convention  in  1848  (May  22),  the  fourth  and 
fifth  reBolations  above  mentioned  were  reafiKrmed  with  the  addition 
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V,  •.'.':  'A^t,  ''and  for  t'nf-  irrAfbi'x.  >'Ut  certain  exrlnction  of  Ae  debt 
t  ft  '.i'i^\  i,y  Tfi'*  pr/^'-'.-'Jiion  <"»:"  it  ja«t  an* J  ne^'iesrary  war." 
M'  xi'-an  'AJir  w;i-  thrrfi  in  Ut<T  mind  -/ft  he  convention.  The 
fir-i  r'-'/l'jr:Mj  r^counU:*!  ifi<,-  j."»l  etfe.t.-  uf  Pre«idem  Polk's  ad- 
riiini-trjiliofi.  Hrnon^  which  wafl  "the  nol'Ie  im;»uiji#?  given  lo  the 
c;t»i-<-  'A'  !';<  *-tr:t'l«:  hv  th«:  repeal  of  the  tariff  of  '-fc?.  and  thecreatioi& 
of  th<-  iiior'-  e<|MaI,  honest,  and  pr«>-iiifiive  tariff  uf  1S4'5."  In  1S52 
Mune  1;,  th<-  \)t  iiiftfTnUc  ^-/invention  reaflfirnie«l  the  fiurth  and  fifth 
n-oliition-  ill  the  ji!:itform  of  1x48,  with  an  ndditionni  declanition 
i/i  n-Mohition  twwity  jurainnt  "exclusive  legislation  for  the  benefit 
of  the  f*;w  Jit  the  f;xj;*'nHe  of  the  many."  The  fifth  resolution  of 
the  VVhiK  jilatfonn  of  that  year  (June  16)  was  the  following: 
"  (iovernin'^nts  nhonld  Ikj  conrlucted  on  the  principles  of  the 
Hlririi'^t  tjcononjy ;  and  revenue  Huilicient  for  the  expenses  thereof^ 
in  time  of  pf-nr;e,  on^i^ht  to  he  derived  mainly  from  a  duty  on  im- 
IHMt",  and  not  from  dir«!''t  taxes;  and  on  laxing  such  duties  sound 
poli(;y  ref|uin'M  a  juMt  diwriraination,  and,  when  practicable,  by 
HpfM^ific  (lutieH,  when;l^y  Huitahlc  encouragement  may  be  afforded 
to  American  industry,  etiually  to  all  classes  and  to  all  portions  of 
the  <!ountry."  Th<;  Fn!c;-8f)il  platform  of  that  year  (August  11) 
rew)lved  "that  no  nunc  revenue  should  be  raised  than  is  required 
to  drfniy  llw  hilriclly  ntureHsary  expenses  of  the  public  service  and 
to  pay  off  Ihr  puMic  <h'l>t." 

Ill  ls.")<)  (June  <»),  the  Democratic  convention  reaffirmed  the 
loiirtli  rcMiliitioii  ill  their  plntforni  of  IS-K)  above  mentioned,  and 
mulcr  the  Ih'uaI  of  I<csolve<l,  linally  aildi*d  that  'Mhe  time  has  come 
fiH'  tlie  people  uf  ih(»  rniliMl  State's  to  declare  them!?elves  in  favor 
of  free  scMS  and  progressive  free-tr:hle  throULrhout  the  world."  The. 
Whiv:  plalfonn  of  that  year  (Si'pi ember  1.'^)  was  silent  on  the  eub- 
jeef.  and  :iM  \v:is  tljc  lu-pnblican  plntform  (.lune  17).  Tlie  Repub- 
lican platform  of  lS('>(»(May  17)  rei<olve<l  (12),  ''Tliat  while  provid- 
ini;  revcniu*  fi»r  the  support  of  the  general  government  by  duties 
upon  imporis.  sounil  policy  requires  such  an  adjustment  of  these 
imports  as  to  en  con  rau:e  the  development  «if  the  industrial  interest 
o(  the  whole  country;  and  we  commend  that  policy  of  national 
o\changt*.s  which  secures  to  the  workingmen  liberal  wages,  to  agri- 
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culture  remunerative  prices,  to  mechanics  and  manuflEWiturers  an 
adequate  reward  for  their  skill,  labor,  and  enterprise,  and  to  the 
nation  commercial  prosperity  and  independence."  The  Demo- 
cratic (Douglas)  platform  (June  18),  and  the  Democratic  (Breckin- 
ridge) platform  of  that  year  reaffirmed  the  Democratic  platform 
of  1856. 

The  Republican  platform  of  1864  (June  7),  and,  also,  the  Demo- 
cratic platform  of  the  29th  of  August  following,  were  silent  on  the 
subject,  and  so  was  the  Republican  platform  of  1868  (May  20).  The 
Democratic  platform  of  that  year  (July  4)  contained  the  following 
in  the  sixth  resolution :  "  A  tariff  for  revenue  upon  foreign  imports, 
and  such  equal  taxation  under  the  internal  revenue  laws  as  will 
afford  incidental  protection  to  domestic  manufacturers,  and  as  will, 
without  impairing  the  revenue,  impose  the  least  burden  upon,  and 
best  promote  and  encourage  the  great  industrial  interests  of  the 
country." 

The  Liberal  Republican  platform  of  1872  (May  1)  proclaimed  this 
principle :  (6)  "  We  demand  a  system  of  federal  taxation  which  shall 
not  unnecessarily  interfere  with  the  industry  of  the  people,  and  which 
shall  provide  the  means  necessary  to  pay  the  expenses  of  the  gov- 
ernment, economically  administered,  the  pensions,  the  interest  on 
the  public  debt,  and  a  moderate  reduction  annually  of  the  principal 
thereof;  and  recognizing  that  there  are  in  our  midst  honest  but 
irreconcilable  differences  of  opinion  with  regard  to  the  respective 
systems  of  protection  and  free-trade,  we  remit  the  discussion  of  the 
subject  to  the  people  in  their  congressional  districts  and  the  decision 
of  Congress  thereon,  wholly  free  from  executive  interference  or 
dictation."  The  Democratic  party,  in  their  convention  at  Balti- 
more (July  9),  adopted  this  principle,  but  the  Democratic  conven- 
tion which  assembled  at  Louisville  (Sept.  3)  repudiated  the  Balti- 
more platform.  The  Republican  platform  of  that  year  (June  5) 
declared  thus:  (7)  "That  revenue,  except  so  much  as  may  be 
derived  from  a  tax  upon  tobacco  arid  liquors,  should  be  raised  by 
duties  upon  importations,  the  details  of  which  should  be  so  adjusted 
as  to  aid  in  securing  remunerative  wages  to  labor,  and  promote  the 
industriee,  prosperity  and  growth  of  the  whole  country." 
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In  187G  (June  14),  the  eighth  article  in  the  platform  of  the 
j)ul)lic:ui  party  declared  that  "the  revenue  neeessiiry  for  current 
expenditures  and  the  ohligntions  of  the  public  debt  must  be  lai^ly 
dcnve<l  from  duties  upon  importations  which,  so  for  as  possible, 
should  be  adjusted  to  promote?  the  interests  of  American  labor,  and 
advance  the  j^rosperity  of  the  whole  countr}'."  The  Democratic 
party  in  their  platform  of  1870,  said :  "  We  denounce  the  present 
tariff,  levitKl  upon  nearly  four  thousand  articles,  as  a  masterpiece  of 
injustice,  inequality,  and  false  pretence.  .  .  .  We  demand  that  aU 
custom-house  taxation  shall  1)C  only  for  revenue."  Tlio  Independent 
Gn^enhack  platform  of  that  year  (May  17)  contained  the  following 
<lj)ctnii«»:  •*  It  is  the  i)aramount  duty  of  the  government,  in  all  its 
U'gislatinn,  U>  ktH'p  in  view  the  full  development  of  all  legitimate 
business,  agrii-ultural,  mining,  manufacturing,  and  commercial." 
'IVtj  years  afterwanl  (Fehruar}'  22,  1878),  the  national  platform 
diTliin-d:  (7)  "Tlie  government  should,  by  general  enactments, 
nuMMinigc  the  development  of  our  agricultural,  mineral,  mechanical^ 
manufacturing,  and  connnercial  resources,  to  the  end  that  labor 
may  l>e  fully  and  profitably  employed ;  but  no  monopolies  should 
be  legalized." 

In  1880  the  Republican  platform  (June  2)  declared:  "That  the 
n»viving  industries  should  ho  further  promoted;"  the  Democratic 
platform  (June  22)  favored  "  a  tariff  for  revenue  only;"  that  of  the 
Jndei)ondont  Repul>Hcans  was  silent  on  the  subject. 

The  R(^publican  ])latfor!n  of  1884  contained  the  following  resolu- 
tion :  '*  We  therefore  demand  that  the  imposition  of  duties  on 
foreign  imports  shall  be  made  not  *  for  revenue  only,*  but  that,  in 
raishig  the  required  revenues  for  the  government,  such  duties  shall 
be  so  levieil  as  to  afft^rd  security  to  our  diversified  industries  and 
protection  to  the  rights  and  wages  of  the  laborer,  to  the  end  that 
active  and  intelligent  labor,  a,s  well  as  capital,  may  have  its  just 
reward  and  the  laboring  man  his  full  share  in  the  national  pros- 
j^erity."  The  resolution  in  the  Democratic  platform  was  very 
lengthy ;  a  p<.)rtion  only  is  given.  "  The  Democratic  party  is 
phnigcd  to  revise  the  tariff  in  a  spirit  of  fairness  to  all  interests. 
lUit,  in  making  reduction  in  taxes,  it  is  not  proposed  to  injure  any 
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domestic  industries,  but  rather  to  promote  their  healthy  growth. 
.  .  .  The  necessary  reduction  in  taxation  can  and  must  be  effected 
without  depriving  American  labor  of  the  ability  to  compete  suc- 
cessfully with  foreign  labor,  and  without  imposing  lower  rates  of 
duty  than  will  be  ample  to  cover  any  increased  cost  of  production 
which  may  exist  in  consequence  of  the  higher  rate  of  wages  pre- 
vailing in  this  country." 


B. 


BEPORTS  RELATING  TO  THE  EXPENDITURES  OF  THE 

GOVERNMENT. 

The  following  list  contains  the  principal  reports  relating  to  the 
expenditures  of  the  government.  A  complete  list  of  all  the  reports 
made  by  the  President  and  the  heads  of  the  departments  is  given  in 
the  first  volume  of  the  Miscellaneous  Documents  of  the  House  at 
each  session. 

A  detailed  statement  is  annually  made  by  the  head  of  each  depart- 
ment of  the  manner  in  which  the  contingent  fund  for  his  depart- 
ment, and  for  the  bureaus  and  offices  therein,  has  been  expended. 

A  report  of  the  names  of  the  clerks  and  other  persons  that  have 
been  employed  in  his  department  and  the  offices  thereof,  stating 
the  time  that  each  derk  or  other  person  was  actually  employed  and 
the  simis  paid  to  each;  also,  whether  they  have  been  usefully 
employed ;  whether  the  services  of  any  of  them  can  be  dispensed 
with  without  detriment  to  the  public  service;  and  whether  the 
removal  of  any  individuals  and  the  appointment  of  others  in  their 
stead  is  required  for  the  better  dispatch  of  business. 

The  following  reports  are  made  by  the  secretaiy  of  the  treasury : 

A  report  on  the  subject  of  finance,  containing  estimates  of  the 
public  revenue  and  public  expenditures  for  the  fiscal  year  then  cur- 
rent, and  plans  for  improving  and  increasing  the  revenues  from 
time  to  time,  for  the  purpose  of  giving  infonnation  to  Congress  in 
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nilopiing  modod  of  raising  the  money  requisite  to  meet  the  public 
ox  pond  i  tares. 

A  report  containinc:  a  statement  of  all  contracts  for  supplies  or 
services  which  have  been  macle  by  him,  or  under  his  directioa 
during  the  year  preceding,  and  also  a  statement  of  the  expenditure 
of  the  moneys  appropriaKnl  for  the  discharge  of  miscellaneous 
claims  not  otherwise  provided  for,  paid  at  the  treasurj'. 

A  report  of  the  rules  and  regulations  established  by  him  to  secure 
a  just,  faithful,  and  impartial  appraisal  of  all  goods,  wares,  and  mer- 
chandise imported  into  the  UnitM  States,  the  actual  value  thereof 
and  the  number  of  square  yards,  parcels,  or  other  quantities  there- 
of, together  with  his  reasons  for  making  such  rules. 

A  statement  of  the  amount  of  money  expended  at  eacli  custom- 
house during  the  preceding  fiscal  year,  and  of  the  number  of  persons 
employed,  and  the  occupation  and  ssalary  of  each  person  at  each 
custom-house  during  the  same  period. 

A  report  containing  the  results  of  the  information  collected  during 
the  precetling  year,  by  the  bureau  of  statistics,  upon  the  condition  of 
the  agriculture,  manufactures,  domestic  trade,  currency,  and  banks 
of  the  several  States  and  Territories. 

Reports  which  may  be  made  to  him  by  the  auditors  charged  with 
the  ex!iniinati<in  of  the  accounts  of  the  department  of  war  and  the 
doimrtnunt  of  the  navy.  res])ectively,  showing  the  a))plication  of  the 
nn)ney  !ippro]>riate(l  for  tllo^o  departments  for  the  preceding  year. 

Tlie  annual  report  on  the  statistics  of  commerce  and  navigation 
required  from  the  chief  (.»f  the  bureau  of  statistics,  to  be  prepared  and 
printed  according  to  law,  anil  to  be  sulanitted  to  Congress  at  as 
early  a  day  in  each  regular  si-ssi on  as  practicable,  and  not  later  than 
th(  tn"st  Mondav  in  January. 

And  of  the  reports  which  the  secretar\'  of  state  is  required  to 
furnish,  one  ci^ntains  tlie  changes  and  modifications  in  the  commer- 
cial systems  of  other  nations,  whether  by  treaties,  duties  on  imports 
and  exi)orts.  or  (jther  regulations,  as  shall  have  lK?en  communicated 
to  the  department,  including  all  connnercial  information  contained 
in  the  otiicial  publiciitions  of  other  governments,  which  he  shall 
deem  sufticiently  important. 
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A  report  by  the  postmaster-general  of  all  contracts  for  carrying 
the  mail  made  within  the  preceding  year,  giving  in  each  case  the 
name  of  the  contractor ;  the  date  and  duration  of  the  contract ;  the 
routes  embraced  therein,  with  the  length  of  each ;  the  time  of  arrival 
and  departure  at  the  ends  of  each  route ;  the  mode  of  transpor- 
tation ;  and  the  price  to  be  paid,  together  with  a  copy  of  the  recorded 
abstracts  of  all  proposals  for  carrying  the  mail. 

A  report  of  the  finances  of  the  department  for  the  preceding  years, 
showing  the  amount  of  balance  due  the  department  at  the  b^inning 
of  the  year ;  the  amount  of  postage  which  accrued  within  the  year ; 
the  amount  of  engagements  and  liabilities ;  and  the  amount  actually 
paid  during  the  year  for  carrying  the  mail,  showing  how  much  of 
the  amount  was  for  carrying  the  mail  in  preceding  years. 

A  copy  of  each  contract  for  carrjring  the  mail  between  the  United 
States  and  foreign  countries,  with  a  statement  of  the  amount  of 
postage  derived  under  the  same,  so  far  as  the  returns  of  the  depart- 
ment will  enable  it  to  be  done. 

A  report  showing  all  contracts  which  have  been  made  by  the 
department,  other  than  for  canying  the  mail ;  giving  the  name  of 
the  contractor;  the  article  or  thing  contracted  for ;  the  place  where 
the  article  was  to  be  delivered  or  the  thing  performed ;  the  amount 
paid  therefor ;  and  the  date  and  duration  of  the  contract. 

A  statement  by  the  secretary  of  the  na\y  of  all  offers  for  contracts 
for  supplies  and  services  made  during  the  preceding  year,  by  classes, 
indicating  such  as  have  been  accepted. 

A  statement  showing  the  amounts  expended  during  the  preceding 
fiscal  year  for  wages  of  mechanics  and  laborers  employed  in  build- 
ing, repairing,  or  equipping  vessels  of  the  navy,  or  in  receiving  and 
securing  stores  and  materials  for  those  purposes,  and  for  the  purchase 
of  materials  and  stores  for  the  same  purpose ;  and  showing  the  cost 
or  estimated  value  of  the  stores  on  hand,  under  this  appropriation, 
in  the  navy-yards  at  the  commencement  of  the  next  preceding  fiscal 
year;  and  the  cost  or  estimated  value  of  articles  received  and 
expended  during  the  year ;  and  the  cost  or  estimated  value  of  the 
articles  belonging  to  this  appropriation  which  may  be  on  hand  in 
the  navy-yards  at  the  close  of  the  next  preceding  fiscal  year. 
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A  report  by  the  first  comptroller  of  such  officers  as  shall  have  failed 
to  make  settlement  of  their  accounts  for  the  preceding  fiscal  year 
within  the  year,  or  within  such  further  time  as  may  have  been  pre- 
scribed by  the  secretary  of  the  treasury  for  such  settlement 

A  summary  by  the  comptroller  of  the  currency  of  the  state  and 
condition  of  every  association  fi-om  which  reports  have  been  received 
the  preceduig  year,  at  the  several  dates  to  which  such  reports  refer, 
with  an  abstract  of  the  whole  amount  of  banking  capital  returned 
by  them,  of  the  whole  amount  of  their  debts  and  liabilities,  the 
amount  of  circulating  notes  outstanding,  and  the  total  amount  of 
means  and  resources,  specifying  the  amount  of  lawful  money  held 
by  them  at  the  times  of  their  several  returns,  and  such  other  infor- 
mation in  relation  to  such  associations  as,  in  his  judgment,  may  be 
useful. 

A  statement  exhibiting  under  appropriate  heads  the  resources 
and  liabilities  and  condition  of  the  banks,  banking  companies,  and 
savings  banks  organized  under  the  laws  of  the  several  States  and 
territories;  such  information  to  be  obtained  by  the  comptroller 
from  the  reports  made  by  such  banks,  banking  companies,  and 
savings  banks  to  the  legislatures  or  officers  of  the  different  States  and 
territories ;  and  where  such  reports  cannot  be  obtained,  the  deficiency 
to  be  supplied  from  such  other  authentic  sources  as  may  be  available. 

All  persons  whatsoever,  charged  or  trusted  with  the  disbursement 
or  application  of  money,  goods  or  efiects  of  any  kind  for  the  benefit 
of  the  Indians,  shall  settle  their  accounts  annually  at  the  depart- 
ment of  the  interior  on  the  first  day  of  October;  and  copies  of  the 
same  must  be  laid  before  Congress  at  the  commencement  of  the 
ensuing  session,  by  the  proper  accounting  officers,  together  with  a 
list  of  the  names  of  all  persons  to  whom  money,  goods,  or  effects 
have  been  delivered  within  the  preceding  year  for  the  benefit  of  the 
Indians,  specifying  the  amount  and  object  for  which  they  were 
intended,  and  showing  who  are  delinquents,  if  any,  in  forwarding 
their  accounts  according  to  the  provisions  of  this  section ;  and,  also, 
witli  a  Ust  of  the  names  of  all  persons  appointed  or  employed  mider 
this  title,  with  the  dates  of  their  appointment  or  employment,  and 
the  salary  and  pay  of  each. 
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The  commissioner  of  internal  revenue  shall  estimate  in  detail,  by 
collection  districts,  the  expense  of  assessing  and  the  expense  of  the 
collection  of  internal  revenue,  and  submit  the  same  to  Congress. 

The  secretary  of  the  Senate  and  the  clerk  of  the  House,  as  soon 
as  practicable,  after  the  close  of  each  session,  shall  prepare  and 
publish  a  statement  of  all  appropriations  made  during  the  session,  a 
statement  of  the  new  offices  created  and  the  salaries  attached  to 
each,  and  a  statement  of  the  offices  the  salaries  attached  to  which 
are  increased,  and  the  amount  of  such  increase. 

The  secretary  of  the  Senate  and  the  derk  of  the  House,  respect- 
ively, shall  report  to  Ck)ngre8s  a  full  and  complete  statement  of  all 
their  receipts  and  expenditures  as  such  officers,  showing  in  detail 
the  items  of  expense,  classifying  them  under  the  proper  appropria- 
tions, and  also  showing  the  aggregate  thereof,  and  exhibiting  in  a 
clear  and  concise  manner  the  exact  condition  of  all  public  moneys 
by  them  received,  paid  out,  and  remaining  in  their  possession  as 
such  officers. 


C. 

The  reduction  by  the  action  of  Congress  in  internal  revenue  tax- 
ation has  been :  *— 

July  18, 1866 $65,000,000 

March  2, 1867 40,000,000 

February  3, 1868 23,000,000 

March  31,  and  July  20, 1868 45,000,000 

July  14, 1870 55,000,000 

June  6, 1872* 20,651,000 

March  1, 1879» 13,273,148 

March  3, 1883* 31,955,332 

1  Finance  Beport»  1872,  p.  9. 

>  From  the  increased  tax  on  whiskey,  SCaich  3, 1875^  |ft,18g,882  of  reyenoe  were  de> 
ilred  the  following  year. 

•Finanoe  Report,  ISSO^  pp.  86, 86. 

«IhId^l884kPp.79,97. 


570 


APPENDIX. 


SECRETAEIES  OF  THE  TREASURY  FROM  MARCH  6,  1861,  TO 

MARCH  5,  1885. 


Salmon  P.  CSiase March  5. 

William  P.  Fessendcn July  1 

Hugh  McCulloc^h March  7 

George  S.  Boutwell March        11 

William  A.  Richardson March         17 

Benjamin  H.  Bristow Juno  2, 

Lot  M.  Morrill Juno  21 

John  Sherman March  9 

William  Windom JVIarch  5 

Charles  J.  Folger November  14 

Walker  Q.  Gresham September  24 

H  ugh  McCulloch October      28 


1861...June  80, 1864 

18G4... March  8, 1865 

1865...March  4, 1869 

1869... March  16, 1878 
1873...June  3, 1874 

1874...  June  20, 1876 

187G... March  9, 1877 

1877... March  3, 1881 

1881...  November  13, 1881 
1881.. .September  4,1884 
1884... October  27, 1884 
18&i...March  5, 1885 


COMPTROLLERS  OF  THE  CURRENCY  FROM  MAY  9,  1868,  TO 

MARCH  6,  1885. 


Hugh  McCulloch May 

Freeman  Clarke March 

Ililand  R.  Hulburd Febniary 

John  J.  Knox April 

Homy  W.  C:innoii M:iy 


9, 18a3... March 
9, 1865...  July 
C,  1S(>7...  April 
24, 1872...  April 


8,1865 
24,1866 

3,1872 
30,1884 


2,  1884 in  office. 


COMMLSSIOXERS  OF  INTERNAL  REVENUE   FROM 

1862,  TO  MARCH  19,  ISSo. 

George  S.  Boutwell ,luly  12, 18(>2.. .March 

Joseph  J.  L(»wis March  10,  lSi)3...June 

William  Orton July  1,  ISCo... October 

Etlward  A.  Rollins November    1,  1865... March 

Columlms  Dchmo March  11,  18()9... October 

Alfred  rioasonton January 

John  W.  Douglass August 

Daniol  D.  Pratt May 

Given  B.  Raum August 

Walter  Evans May 


3, 1871...  August 
9, 1871.. .May 

15, 1875...  July 
2, 1870...  April 

21, 1883... March 


JULY  12, 

4,1863 
30,1865 
31,1865 
10,1869 
31, 1870 

8,1871 

14. 1875 

31. 1876 
30,1888 
19,1885 


INDEX. 


A. 

Accounting,  how  money  is  obtained 
from  the  government,  523-525; 
authority  of  President  over  ac- 
counts, 525 ;  authority  of  heads  of 
departments,  525-^27 ;  use  of  bal- 
ances, 52G-531 ;  efforts  of  Congress 
to  restrict  expenditures,  527-531 ; 
transfer  of  appropriations,  530; 
use  of  money  from  sale  of  property, 
531 ;  examination  of  claims  by  de- 
partments, 532;  system  of  book- 
keeping, 532 ;  account  of  the  pub- 
lic debt,  532-534;  account  of  de- 
posit with  the  States^  534, 535.  Ap- 
propricUiona, 

Adams,  Henry,  on  the  legal-tender 
law,  69. 

Appropriations  and  expenditures, 
how  made,  227 ;  annual  report  on 
receipts  and  expenditures,  228; 
how  contracts  for  supplies  and 
aerviceis  were  made,  229 ;  how  they 
were  executed,  231-235;  commit- 
tee asBailed,  232;  laws  passed  to 
prevent  frauds,  285 ;  practiced,  not- 
withstandiog,  286-238;   payment 


of  claims,  240;  improvement  in 
appropriation  bills,  536;  how  they 
are  framed,  536;  action  of  Con- 
gress on  them,  537;  sundry  civil 
bill,  537 ;  deficiency  biU,  537-539; 
how  appropriations  are  classified, 
539 ;  number  of  permanent  annual 
appropriations,  539,  540 ;  number 
reduced,  542;  mode  of  paying 
for  printing  bonds,  540;  mode 
of  appropriating  money  for  col- 
lecting duties,  540-542;  contin- 
gent funds  reduced,  542;  river 
and  harbor  appropriations,  543, 
553;  pension  appropriations,  543- 
545 ;  other  legislation  put  into  ap- 
propriation bills,  545 ;  standard  of 
expenditure,  546;  how  expendi- 
tures may  be  divided,  546 ;  number 
of  persons  employed  and  tenure  of 
office,  546-548;  their  compensa- 
tion, 548,  549;  mode  of  making 
purchases,  549,  550 ;  undertakings 
by  the  government  itself,  550 
printing  of  bonds,  &c^  551,  552 
expenditure  for  buildings,  552 
difierent  theories  on  which  ex- 
penditures have  been  made,  554; 
how  iar  personal  and  party  oon- 
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8idenitions  have  operated,  5.54-.>56 ; 
interest  of  niemlyers  in  claims,  55C ;  j 
a|)prij|)riations  are  proutii  of  mo- 
rality and  intelligenitjof  niemlH?rs, 
557  ;  how  far  local  considerations ' 
liave    governed,   557 ;    appn»pria-  ■ 
tions    ior    claims,    558-5G0.     Ac- ; 
countinff. 
Arthur,  C.  A.,  his  administration  of 
tlie  New- York  Custom-house,  490. 

B. 

Babcook,  Gen.,  indicted  for  aiding  in 
defrauding  the  government,  433- 
4^15. 

Eaker,  Rep.,  on  nation:il  bankinjj 
system,  215. 

Bank  examinations.  Otnmm;  Gid- 
/(I'm,  Albert ;  NiUional  Ti^ntki<. 

Banks,  make  a  lar^  loan  to  Mr. 
Chase,  20 ;  plan  of,  for  making  it, 
21;  amouiit  of  ca])it:d  asK!>cinted, 
24;  their  pntriotism,  24,  36,  42; 
propose  the  sus(K.'nHion  of  the  sub- 
treariiiry  law,  2  i ;  why  was  the  law 
j>assed,  2S ;  why  tho  hanks  yielde'l, 
29 ;  plan  for  niising  money  to  carry 
on  the  war,  47— ly;  l^ecoriie  unpoj)- 
ular  by  iiuTC!ishi;jr  llu'ir  cirpulatioii, 
71',  yO;  make  another  hiun,  112- 
111;  tlieir  purclixse  of  Im  nds.  Ill; 
twentv-five  million  Inan  o  ih-* 
treasury,  126;  increasi'  their  oir- ' 
(Mihili«>n,  1.S2;  reiisons  for  so  d  )inir, 
l,S3-i;V;;  tax  on  eirculation,  101, 
104;  furnish  L'tjin  to  pay  the  loan 
of  1842,  2;VJ;  aid  in  resuming 
spe<*ie  jiaymontK,  301.  yntiouni 
Bmds ;  Bmidg ;  Ch(u<c;  Susj^tiaion  of 
SjKck  Payment  ;  SiKck  PwjmaxU. 

Barney,  Hiram,  api)ointe<l  collector, 
4S0. 

Bates,  Pxlward,  opinion  on  legal- 
tender  bill,  46. 


Blaine,  Hep.,  on    reimbursing   the 
States,  246. 

Bonds,  secretary  of  the  treasoij 
authorized  to  issue,  in  July,  1S61, 
15, 16;  their  nature,  15,  16;  tive- 
twenties,  87,  88 ;  slow  sale  at  fint, 
88,  03 ;  suspension  of  the  right  to 
convert  legal  tenders  into  bonds^ 
93;  did  not  sell  for  lock  of  cur- 
rency, t?4 ;  secretary  insists  on  hav- 
ing them  run  for  a  short  period, 
95;  terms  of  the  nine  hundred 
million  loan,  100 ;  law  unlike  th.tt 
prepared  by  the  secretary,  101 ; 
debate  on  the  subject,  101-103; 
Jay  Cooke  cmploycil  to  sell  them, 
1 03 ;  ten-forties  put  on  the  mar- 
ket, 104;  currency  inflated  to  sell 
them,  105,  106;  a  delu;»ive  policy, 
lOf.»,  107 ;  rate  of  interest  should 
not  have  been  changed,  107 ; 
bad  results  of  the  experiment, 
107-112;  abrogation  of  right  to 
convert  notes  a  breach  of  faith, 
109, 110 ;  cost  of  the  aa,  110,  111 ; 
bonds  of  1842,  h<jw  paid,  238; 
six  himtlred  million  loan,  126; 
authority  of  the  secretary  in  mak- 
ing it,  ll!7;  puymcnl  of  bonds  in 
rx-'iii,  317.  Ijiink,<;  Cliww ;  McCnl" 
Uk'/i  ;  Ikli. 

Koston  IJoard  of  Trade.    Taxation, 

r^(»vj'«vell,  Rep.,  on  resuming  specie 
payments,  274;  appointed  secre- 
tary and  i>sues  more  notes,  282; 
on  fundin-  tlie  debt,  321,  322; 
why  iK^nds  should  be  exempt  from 
taxes,  323;  opposed  to  repeal  of 
income  tax,  412;  makes  contract 
for  collecting  internal  revenue 
taxes,  427 ;  opposed  to  this 
meth<'Kl,  427;  on  management  of 
the  New- York  Custom-house,  496 ; 
on  executing  the  customs-revenue 
law,  5o3. 
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Bradley,  Jadge,  opinion  in  legal-ten- 
der  case,  257. 

Eristow,  secretary  of  the  treasury, 
293;  execution  of  the  resumption 
law,  293 ;  contract  for  selling  bonds, 
329,  330 ;  his  prosecution  of  illicit 
distillers,  432-435. 

Brumm,  Rep.,  favored  snbstitution  of 
l<^:al  tender  for  bank-notes,  369. 

Buckiier,  Rep.,  opposes  renewal  of 
bank  charters  with  privilege  of 
issuing  circulation,  369 ;  speech  on 
the  biU,  370-372. 

c. 

Cannon,  Comptroller,  on  bank  ex- 
aminations, 351. 

Carpenter,  Senator,  on  the  remission 
of  duties,  520. 

Certificates  bearing  three  per  cent 
interest  issued  to  banks.  Specie 
Payments. 

Certificates  of  deposit,  64,  88,  89; 
debate  on  increasing  the  amount, 
88-91;  their  utility,  92.  Bonds; 
Sherman;  CharvUer. 

Certificates  of  indebtedness,  92,  112. 

Chandler,  Senator,  opposed  to  second 
issue  of  leQ:al  tenders,  81,  82;  fa- 
vors the  issuing  of  certificates  of 
deposit,  90,  91;  denounces  gold 
gamblers,  143. 

Chase,  appointed  secretary  of  the 
treasury,  3;  declines  the  ofiTer  of 
the  place,  3 ;  sends  letter  of  res- 
ignation as  senator  to  the  Ohio 
l^islature,  4;  his  authority  to  is- 
sue treasury-notes,  5 ;  and  to  make 
loans,  6 ;  advertises  for  a  loan,  6 ; 
saccesB  of^  6,  8;  issues  treasury- 
notes,  8;  their  nature,  8;  adver- 
tises for  another  loan,  9 ;  remarks 
of  New  York  Times  on,  9 ;  saooess 
o^  9;  proposals  for  a  third  loan, 


10;  more  treasury-notes  issued,  10; 
recommendations  to  Congress,  11 ; 
presentti  bills,  14;  negotiates  first 
large  bank  loan,  20;  returns  to 
Washington  and  issues  treasury- 
notes,  22 ;  refuses  to  suspend  sub- 
treasury  law,  2o-28,  31 ;  l;is  aver- 
sion to  receiving  bank-notes,  28, 
70;  banks  yield  to  Mr.  Chase  on 
the  sub-treasury  law,  25;  issues 
more  demand-notes,  29;  remarks 
on  bank  loan  in  his  annual  report, 
32 ;  ofierd  bonds  to  the  public,  32 ; 
difficulties  in  selling  them,  33; 
further  negotiation  with  the  banks, 
33 ;  issues  more  treasur}'-notes,  34 ; 
conse<iuences  of  doing  this,  34-38 ; 
errors  of  Mr.  Chase,  40 ;  his  plan 
for  raiding  money,  48;  conference 
with  committee  al)out  legal-tonilo/ 
bill,  51 ;  desires  the  demand-notes 
to  be  made  a  legal  tender,  75 ;  de- 
sires a  second  issue  of  legal  tenders, 
75-77;  recommends  the  issue  of 
fractional  currency,  84 ;  not  alarmed 
by  increase  of  legal  tenders,  86 ;  on 
the  issue  of  ))onds,  87 ;  holders  of 
notes  denied  the  right  of  conver- 
sion, 93 ;  favors  short-time  bonds, 
95 ;  favors  issue  of  more  legal  ten- 
ders, 95 ;  dissatisfied  vdth  him,  96 ; 
recommends  the  national  banking 
system,  97,  197-200;  also  in  next 
report,  205 ;  criticism  of  his  policy, 
97,  98,  101 ;  employs  Jay  Cooke  to 
sell  bonds,  103;  issues  ten-forty 
bonds,  104,  105 ;  increases  the  cir- 
culation, 105-107 ;  criticism  of  his 
policy  of  inflation,  107-112 ;  conse- 
quences of  taking  away  the  right  to 
convert  notes,  109-111 ;  standard 
of  value  changed,  111 ;  obtains  an- 
other loan  from  the  banks,  112, 
118;  coupcD-ootes  given  to  the 
banks,  113,  114;  retires  from  the 
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treasiirv,  115;  remarks  on  his  ad- 
minUtration,  115-118;  favo»  legis- 
lation to  slop  gold  sj>ociilatlon,  143; 
on  taxation  in  July,  18(51, 159, 160; 
in  December,  1(52,  163;  his  esti- 
mate' 'if  expenditure  for  1S03,  179; 
rt'SiL'n*',  280;  his  opinion  on  making 
interest-boaring  notes  a  legal  ten- 
der, liol ;  rejoices  over  .St^ite  de- 
cisicjiis  sustaining  the  law,  253 ; 
decides  liimself  tlie  other  way,  254 ; 
critic-ism  on  liLs  decisions,  ^•V},  256 ; 
his  action  on  coinage,  375. 

Cisco,  J.  J.,  assistant  Uniteil-States 
ti'easurer,  20;  obtains  a  loan  for 
the  trcasun-,  112. 

Clarke,  Freeman,  apj>ointcd  comp- 
tn)ller  of  the  currency,  226;  on 
redeeming  bank  circuLition,  342. 

Coe,  (t.  S.,  suggests  that  banks  make 
a  loan  to  the  government,  20; 
quote«l,  25,  27;  on  the  issue  of 
treasurv-notes,  34. 

Colfax,  S.,  on  the  issue  of  bonds, 
82;  assails  investigating  commit- 
ter, 232. 

Collanier,  Senator,  on  Icjalizincr  do- 
mnnd-notes,  75  ;  favors  the  suspen- 
sion (»f  tlio  ri'.ht  to  cnvort  le-^al 
tenders  into  bonds,  93 ;  opposes 
national  bankini'  svsteni.  207,  212. 

Coloinie,  o'). 

Coin,  importers  nvpiinHl  to  pay  coin, 
(>.'»;  amount  of  (Y)in  in  banks  in 
August,  ls()l,  24,  25;  iu  Xcnvm- 
ber,  :;],  33-r>6.  Gohl;  Bonfh  ,- 
MrCnUoch. 

Coin.•l^e,  of  cents,  373,  374;  when 
made  a  lesral  tender.  .374 ;  their 
re-demption,  374  ;  alirasion  of,  373 ; 
attempt  to  secure  unilbrnuty  of 
CH»inau'e  with  other  countries,  375- 
377  ;  fort^ign  conferences,  375 ;  ac- 
tion of  Senjite  Finance  Committee, 
376 ;  revision  of  laws  by  Mr.  Knox, 


377 ;  action  of  Congress  on  his  i^ 
port,  377-379 ;  trade  dollar  aaihor- 
ized,  3S0;  legal-tender  quality  of 
silver  dollars;  how  taken  awsj, 
380;  fall  in  silver,  381,  382;    Mr. 
Keagan's  bill  for  restoring  their 
legal-tender  power,  381 ;  rcmoneti- 
zation  of  silver,  ^^2;  action  of  sil- 
ver producers,  3S2 ;  I'eport  of  mone- 
tary commissir-n,  383-3S5;    criti- 
cism of,  385-390;  desirability  of 
using  both  metals  not  questioned 
for  many  years,  3^{> ;  eflect  of  iwn- 
ing  l>ank-notes  on  the  circulation  of 
both  metals,  387-:)90 ;  eliect  of  war 
on  the  use  of  specie,  389  ;  prospect- 
ive effect  of  demonetizing  silver, 
390 ;  bill  intro«luced  for  free  coin- 
age of  silver,  300;  ]»ill  x^assed,  ve- 
toed, and   passeil  over  vetti,  391; 
effects  of  the  law,  392-396;  inter- 
national monetary  (.-onfercnces,  397, 
398.     Specie  P'nnn-^nt^ ;  D>:bt 

('ompound-interest  notes.  MeCSd' 
Utch ;    Trcoitiiry-HoU's. 

Congress,  July  session  of  1861,  11; 
reci:)mmendations  of  Mr.  Chase,  11 ; 
action  of,  15 ;  adjouniment  of,  19. 
Lnf<il-tcn(U:r  Xofrft ;  C/utsc;  Jfc- 
(^illnch;  iS/HT/V  Paiimt:nU<;  Natiamd 
Bftn/c.t;  Toxdtwa ;  Appropriations, 

Conulini:,  Ko'Coe,  ass;iils  investigat- 
iuL'  C'immittee,  232;  his  power  in 
IKilitical  api)ointments,  490;  con- 
tent over  (jenenil  Merritt,  490, 
401 ;  over  Mr.  Robertson,  491,  493. 

Cooke,  Jay,  employ e<l  to  sell  bonds, 
103,  113. 

Cox,  Kep.,  opposes  internal  tax  bill, 
187 ;  on  loan  of  1842,  239. 

Crapo,  Hep.,  on  renewal  of  bank 
charters,  367. 

Credit  of  the  government  in  1861, 4; 
rates  for  borrowing  money,  4  mode 
proposed  for  raising  it,  6. 
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D. 

DaLlaSy  A.  J.,  on  the  legal-tender  law, 
44. 

Debt,  amount  of  at  close  of  1862, 177 ; 
nature  of,  179-181;  amount  at 
close  of  the  war,  196 ;  payment  of, 
305,  306;  amount  in  September, 
1866,306;  nature  of,  307  ;  work  of 
paying  and  cr>n version  begun,  307, 
308 ;  recommendations  of  the  sec- 
retary concerning,  308;  legisla- 
tion, 309 ;  great  authority  given  to 
the  secretary,  310;  conversion  of 
temporary  obligations,  310 ;  oppo- 
sition to  this,  311 ;  reJuclioii  made 
in  1868,  314;  sinking-fund  law, 
314 ;  operation  of,  315 ;  payment  of 
debt  in  legal  tenders,  315 ;  debate 
on  the  subject,  316;  Mr.  McCul- 
loch's  position,  317;  actions  of 
agents  when  selling  L)onds,  318 ; 
practice  of  the  States,  318 ;  repudi- 
ation, 318-320 ;  maturing  of  funded 
debt,  320 ;  funding  bill  introduced, 
320 ;  another  funding  bill,  320 ;  Mr. 
Boutweirs  recommendations,  321 ; 
Mr.  Sumner's  funding  bill,  322, 
323  ;  exemption  of  bonds  from  tax- 
ation, 323-326 ;  refunding  retarded 
by  European  war,  326;  contract 
with  foreign  bankers,  327,  32S; 
tlieir  former  conduct,  327,  328 ;  ar- 
rangement with  national  banks, 
328;  Mr.  BristoVs  contnict,  329; 
Mr.  MorrilFs,  330;  Mr.  Sherman's, 
331 ;  execution  of  it,  332 ;  specie 
payments  helped  refunding,  332; 
enormous  sales,  333, 334 ;  agitation 
about  paying  debt  in  silver,  332 ; 
issue  of  ten-dollar  certificates,  334 ; 
large  balances  held  by  the  banks, 
836;  veto  of  bill  providing  for 
farther  fhnding,  337;  Mr.  Win- 
dom's  plan  for  reftmding,  338; 


banks  permitted  to  exchanare  bonds 
for  three-per-cents,  338 ;  reduction 
of  debt  to  present  time,  339,  340 ; 
singrulor  cause  for  ceasing  to  pay  at 
the  close,  340.  Bonds;  Specie  Pay- 
ment, 

Delano,  Rep.,  opposed  to  reimbursing 
the  States  for  war  expenditures, 
248 ;  on  income  tax,  406. 

Demand-notes,  legalizing  of,  75; 
could  be  used  for  paying  duties, 
78.     Chase;  Leyal-iender  Notes. 

Direct  tax,  17,  18,  160,  161. 

Dix,  Gen.,  letter  on  financial  con?li- 
tion  of  the  government,  4  ;  estimate 
of  revenue,  6. 

Duties.     Taxation. 

E. 

Elder,  William,  on  war  resources,  18, 
Estimates  of  revenue  for  1861,  6; 

amount    required    for    1862,    11  • 

Chase;  Taxaivm. 
Exemption  of  income  from  taxation, 

411;  of  bonds  from  taxation,  see 

Boutwell. 
Expenditures.     Accounting;   Appro- 

priations, 

F, 

Fenton,  Rep.,  on  the  national  bank- 
ing system,  214;  investigation  into 
frauds,  231. 

Fessenden,  Senator,  chairman  of  Sen- 
ate Finance  Committee,  61 ;  reports 
amendments  to  legal-tender  bill, 
61,  62 ;  explains  them,  62-65 ;  op- 
poses the  issue  of  such  notes,  65, 
66, 68 ;  on  legalizing  demand -notes, 
75;  internal  tax  bill,  174;  ap- 
pointed secretary  of  the  treasury, 
118 ;  withdrew  fiye-per-cent  notes 
from  H^e  market,  109 ;  oondition  of 
the  treasury,  and  authority  to  bor- 
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row  money,  119, 120;  determined 
to  ii«ue  no  more  le^l  tenders,  120 ; 
advertir«ri  (or  a  loan,  121 ;  amount 
of  unpaid  bills,  121;  oflerH  more 
bonds,  122 ;  anxiety  of  the  jieople 
concerning  iiLs  future  recommen- 
dations, 12:^;  Ills  rciK^rt,  123,  124; 
payment  of  interest  in  currenc}', 
125 ;  psiyment  of  three-years'  treas- 
ury-notes, 120;  re-elected  to  the 
Senate,  120. 

Folger,  Secretary,  on  conaolidating 
ciLstom-]iou8c  districts,  542. 

Fractional  currency  issued,  84,  85. 

French,  Assistant  Secretary,  extends 
time  lor  paying  tux  on  distilled 
spirits,  417.  i 

G. 

Gallatin,  Albert,  on  bank  examina- 
tions, 352. 

Gallatin,  James,  writes  to  Mr.  Chase 
about  loan,  0;  and  the  issue  of 
treasury-notes,  0,  7,  8,  9,  31 ;  on 
Busi)ending  specie  payments,  35; 
oinHJSod  !»  Issue  of  lej:?iil -tender 
notes.  47 :  opposed  to  national 
banks,  201,  21o;  ol)iectionH  to  the 
nunu'  n:iti(nal  banks  wore  required 
\n  tnko.  2*J.'^ 

Garlicltl,  lu*]>.,  dtvires  to  debate  l>ill 
for  stDpi^ini;  i'ontraetion,  271*;  ap- 
poiiitnu'ut  of  Mr.  Ko])ortson  as  col- 
liM'tor  at  Now  York.  41)1. 

(Jold  bi.vome>  iiu-rrhandiso  after  siis- 
peiisinn  of  sjKvio  paynionts.  14(*; 
pn'mium  on,  141,  11*,);  causes  of 
lUu-ticition,  141  ;  banks  loan  to  gold 
>|>ei  iil;it:.rs.  1-1'J ;  le,Lii^lalion  to  pre- 
vent ','oM  speculation,  142-147; 
inlluence  of  gold  >«|»eculalors  ex- 
.igLrerati'd,  144,  14">:  law  ri'pealed, 
14.'),  140;  olU'Ct  of  law  on  priw  of, 
145;  futility  of  the  law,  140;  ex- 
poruition  of,  147 ;  payment  of  in- 1 


terest  in,  1S5 ;  flnctuatioiis  in,  207 ; 
gold  bought  for  resumption,  298^ 
2i»9;  gold  at  par,  300;  Mr.  Mo- 
Cnl loch's  policy  of  keeping  a  gold 
reserve,  312 ;  opposition  to  it,  313 ; 
how  decline  in  premium  afiected 
manufacturers,  446-448.    Bondg. 

Grant,  President,  vetoes  inflation  bin, 
284-289 ;  the  Nation  on  the  veto^ 
290;  retains  Gen.  I^bcock,  433; 
sustains  Mr.  Bristow  in  prooecutlng 
persons  who  were  defranding  the 
government,  4*^. 

Gray,  Judge,  opinion  in  legal-tender 
case,  260. 

(rreeley,  Horace,  urges  Mr.  Chase  to 
accept  as  secretary  of  the  treasury,  3* 

Grier,  Judge,  opinion  in  legal-tender 
ciise,  254. 

Grinnell,  M.  II.,  collector  at  New 
York,  496. 

Gurley,  Kep.,  criticises  Mr.  CIuuBe^s 
[X)licy  of  refusing  to  sell  bonds  at 
market  price,  96. 

H. 

Harris,  Edward,  on  the  tariff,  450, 

Harris,  Senator,  on  tixing  sales,  193 ; 
national  banking  system,  213. 

Iliiseltine,  Rep.,  favored  substituting 
legal  tenders  for  bank-notes,  370. 

Haskell,  liep.,  on  pension  appropria- 
tions, 54o. 

Haves,  President,  vetoes  the  silver 
i)ill,  891 ;  signs  the  pension  bill, 
544. 

Ilazjinl,  Erskine,  on  the  issue  of 
legal-tender  notes,  45. 

Hoiir,  Attorney-general,  argument  in 
legal-tender  case,  254. 

II(H)per,  S.,  favored  the  legal-tender 
hill,  45 ;  a  second  issue  impossibly 
74 ;  speech  on,  79 ;  &von  the  ii 
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of  certificates  of  deposit,  91 ;  offers 
a  bill  for  the  issue  of  bonds,  101 ; 
effect  of  l^al-tender  legislatioD, 
152 ;  on  taxation  of  bank  cixxnila- 
tion,  194;  work  on  the  national 
bank  bill,  203 ;  introduces  a  bill  on 
the  subject,  207 ;  effect  of  issuing 
govemment-notes  on  bank  issues, 
211;  on  resuming  specie  payments, 
271 ;  on  coinage,  378. 

Horton,  Bep.,  on  effect  of  issuing 
legal  tenders,  130. 

Howe,  Senator,  on  taxing  sales,  193. 

Hulburd,  Comptroller,  his  plan  of 
redeeming  bank  circulation,  343, 

OAA 

trx'Lm 

Hunter,  Senator,  on  coinage,  388. 

I. 

Imports.     Taxation, 

Income  tax,  17, 18.  Internal  Beveume  ; 
Ta^catum. 

Indebtedness.    DdtL 

Ingalls,  Senator,  on  pension  appro- 
priations, 544. 

Ingham,  Secretary,  on  coinage,  387. 

Interest-bearing  treasury-notes,  251. 
Chase;  Fe88enden;  McCuUoch. 

Interest,  payment  of,  in  currency, 
125;  expediency  of  paying  inter- 
est in  gold  after  suspension,  155; 
amount  of,  at  beginning  of  1862, 
179. 

Internal  revenue,  amount  of,  in  1866, 
398;  how  people  regarded  the 
tax,  398;  effect  of  tax  on  indus- 
tries, 399-401 ;  how  persons  profited 
by  it,  400;  government  lost  by 
delay  in  imposing  tax,  401;  peo- 
ple purchased  in  advance,  402; 
complaints  few  while  prices  were 
risiiig,  402;  how  tax  operated 
with  numn&cturers,  402-404; 
when    prices  hegtok  to  decline, 


complaints  arose,  404;  bills  intro- 
duced repealing  taxes,  404;  in- 
come tax,  405-408 ;  how  internal 
tax  affected  prices,  408, 409 ;  tax  on 
manufacturers  first  repealed,  409, 
410 ;  on  raw  cotton,  409,  410 ;  bill 
introduced  for  abolishing  the  sys- 
tem, 411 ;  exemption  in  income  tax 
raised,  411;  banks  desire  reduction, 
412, 413 ;  ten-per-cent  tax  on  bank 
circulation  levied  in  Northern 
Michigan,  414;  repeal  of  match 
tax,  414 ;  drawbacks  allowed,  415 ; 
change  in  mode  of  taxing  dis- 
tilled spirits,  416;  time  extended 
for  paying  the  tax,  416,  417;  ac- 
tion of  treasury  officers,  extending 
the  time,  417 ;  number  of  officers 
to  administer  the  law  and  how 
appointed,  418;  early  mistakes, 
419;  whiskey  frauds,  419-421; 
profits  to  holders  of  whiskey  in 
increasing  the  tax,  421;  whiskey 
sold  for  less  than  tax,  422 ;  modes  of 
evading  the  law,  422, 423 ;  methods 
to  prevent  them,  422,  423 ;  worth- 
less bonds  given  for  taxes,  424; 
revenue  officers  not  honest,  424; 
the  high  tax  encouraged  frauds, 
424;  use  of  spirit  meter  to  prevent 
frauds,  425-427 ;  result  of  experi- 
ment to  collect  taxes  by  contract, 
427-432;  bill  authorizing  this  to 
be  done  repealed,  427;  renewed, 
427,  428;  contract  with  Sanborn, 
429-432;  whiskey  frauds  in  St 
Louis,  432;  distillers  and  others 
prosecuted,  432-435;  Babcock  in- 
dicted, 433;  fraudulent  use  of 
stamps,  435;  illicit  distilling, 
435-437;  tax  on  whiskey  in- 
creased, 437 ;  tax  on  tobacco,  438 ; 
use  of  stamps,  439;  reduction  of 
tax,  440 ;  use  of  stamps  prevented 
firaud,  441;  firauds  in  bankietomsy 
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441,442;  new  r^^ations  concern- 
ing bank  taxation,  443, 444 ;  reduc- 
tion of  officials  and  districts,  444. 

J. 

Jones,  Senator,  on  the  remonetization 
of  silver,  383-385. 

Jordan,  K,  solicitor  of  the  treas- 
ury, 499 ;  his  power  in  executing 
the  customs-revenue  law,  499; 
officials  aid  in  committing  fraud, 
519. 

K. 

Kelley,  Rep.,  on  resuming  specie  pay- 
ments, 272;  criticises  Secretary 
Bristow*s  recommendation  con- 
cerning legal  tenders,  294 ;  on  coin- 
age, 378,  379;  bill  for  abolishing 
Internal  revenue  system,  411. 

Knox,  Comptroller,  on  the  surrender 
of  bank  circulation,  357;  shows 
smallnesB  of  profit  on,  360,  369; 
revises  coinage  laws,  377 ;  use  of 
drafts  and  checks  in  making  pay- 
ments, 385;  on  circulation  of  sil- 
ver, 389. 

L. 

Lane,  Senator,  on  legislation  to  pre- 
vent gold  giinibling,  145. 

Legal-tender  notes,  bill  for  issue  of, 
intrrxluced,  43 ;  considered  by  com- 
mittee, 45,  46 ;  constitutionality, 
46 ;  criticism  of  the  bill,  46 ;  oppo- 
sition of  the  bjink.H,  47  ;  committee 
favor  the  le;;al-tender  bill,  50;  an- 
other section  added,  50 ;  conferenee 
with  Mr.  Chase,  r>l  ;  bill  again  re- 
ported, 51 ;  debate  l)egiin  by  Mr. 
iSpaulding,  51  -  54 ;  Pendleton's 
si)eo<.'h  ap:ainst  lU  constitutional- 
ity, 54;  C'ha^e's  opinion,  54,  55; 
uiges   its   pasbuge,  o()\    Morrill's 


substitute,  56,  57 ;  notes  not  to  be 
received  for  imports,  58 ;  SteTem^a 
speech  in  dosing  debate,  58-60; 
amendments  offered,  60 ;  bill  poased, 
61 ;  Senate  amendments*  61,  62 ; 
considered  by  Senator  FeaaendeDy 
62-65 ;  he  opposes  the  bill,  65^  66 ; 
importers  required  to  pay  coin,  68 ; 
bill  amended  and  passed,  66,  78; 
action  in  the  House,  67 ;  oonsideni- 
tion  of,  67-73 ;  rapid  issue,  88 ;  de* 
mand-notes  made  a  legal  tender, 
75 ;  Mr.  Chase  desires  another  is- 
sue, 75-77 ;  opinions  on  the  sub- 
ject, 77,  78 ;  another  issue  recom- 
mended by  committee,  78 ;  compe- 
tition with  bank  issues,  79,  80; 
Senator  Chandler's  objections  to 
the  bill,  81 ;  smaller  denomina- 
tions desired,  82 ;  provisions  of  the 
law,  82 ;  the  third  issue,  85 ;  Mr. 
Chase  not  disturbed  by  increase  of 
notes,  86;  a  third  issue  made  to 
pay  soldiers  and  sailors,  95-97; 
terms  of  the  law,  98 ;  the  President 
regrets  the  issue  of  more  notea^  99 ; 
interest-bearing  notes  made  legal 
tender,  100;  need  of  more  notes, 
102;  inllation  of  the  currency, 
105-109;  Ktundard  of  value  for 
legal  tenders  changed,  111-112; 
Secretary  Fessenden's  policy,  120, 
123;  efleet  of  issuing  on  prices, 
130;  when  the  advance  began, 
136;  did  bank-notes  or  govern- 
ment-notes cause  it,  137,  138; 
disastrous  effects  of  rapid  change 
in  prices,  138,  139;  increased 
speculation,  148 ;  relieved  debtors, 
149;  incri'ased  their  subsequent 
burdens,  150-152;  effect  on  lenders 
of  money,  152-154;  effect  on  im- 
ixirtations,  154, 446 ;  on  labor,  155 ; 
speculation  stimulated  by  inflatioD, 
156;  issue  of  government-notes  in- 


I^D£X. 


579 


creased  bank-iesues,  208;  amount 
issued,  251 ;  constitutionality  of  the 
law,  251 ;  tills  doubt  affected  their 
value,  252;  tlrst  decision  in  New 
York,  252;  in  other  States,  253; 
first  U.  S.  Supreme  Court  decision, 
254 ;  critickm  of  it,  255 ;  Nation* s 
criticism,  261 ;  did  not  affect  busi- 
ness, 256;  second  decision  revers- 
ing the  first,  257 ;  latest  decision, 
260 ;  expansion  imd  contraction  of 
notes  by  the  treasury,  282;  pro- 
vision in  resumption  law  for  re- 
tiring legal  tenders,  292,  358; 
Secretary  McCulloch  recommends 
that  legal-tender  quality  be  taken 
away  from  compound-interest  notes, 
308;  payment  of  debt  in  legal 
tenders,  315-320. 

Lincoln,  President,  on  the  third  issue 
of  legal  tenders,  99;  favors  national 
banking  system,  206 ;  also  resump- 
tion of  specie  i)uyments,  265. 

Lloyd,  S.  J.,  on  the  principle  govern- 
ing bank  circulation,  371. 

Loans,  principal  acts,  12S.  Chase; 
Bonds  ;  Fe^senden  ;  McCulhch  ; 
Dtht;  Legal-iender  Notes* 

M. 

Merritt,  Gen.,  appointed  collector  at 
Xew  York,  493. 

McCulloch,  Hugh,  appointed  comp- 
troller of  the  currency,  222;  in- 
structions to  the  banks,  223 ;  judg- 
ment on  the  system.  226 ;  appointee! 
secretary  of  the  treasury,  127 ;  his 
mode  of  raising  money,  127-129; 
effect  of  ])ank  deposits  on  prices, 
138;  on  gold  premium,  141;  on 
gold  speculators,  144 ;  moral  efiects 
of  inflation,  157 ;  on  resuming  spe- 
cie payments^  263;  Fort  Wayne 
speech,  264;  letter  to  H.  C.  Caij, 


264 ;  his  report  on  the  subject,  265 ; 
objections  to  contraction  answered, 
264  -  269 ;  policy  recommended, 
269;  policy  could  not  be  rapid, 
269 ;  sends  letter  to  the  House  on 
the  subject,  275 ;  contraction  prac- 
ticable without  injuring  business, 
278;  on  the  circulation  of  com- 
pound-interest notes,  281 ;  on  pay- 
ing the  debt,  305,  306 ;  conversion 
of  debt,  308 ;  his  recommendation 
concerning,  308 ;  his  policy  of  keep- 
ing a  large  gold  reserve,  312;  on 
paying  bonds  in  coin,  317 ;  reduction 
of  debt  at  the  close  of  his  second 
administration  of  the  treasury,  ^9, 
340;  on  redeeming  bank  circula- 
tion, 342 ;  on  distribution  of,  354. 

McDougal,  Senator,  on  taxation,  174. 

McVickar,  on  banking  and  currency, 
202. 

Morrill,  L.  M.,  secretary  of  the 
treasury,  295 ;  his  execution  of  re- 
sumption law,  295 ;  his  contract  for 
selling  bonds,  330. 

Morrill,  J.  M.,  oflers  substitute  for 
legal-tender  bill,  56 ;  declares  the 
amount  will  be  increased,  74 ;  ef- 
fect of  issuing,  132;  enhances 
speculation,  148 ;  report  and  speech 
on  internal  tax  bill,  168-173;  on 
incretising  duties,  185-188 ;  opposes 
tax  on  sales,  192 ;  on  taxing  manu- 
factures, 195 ;  on  resuming  specie 
payments,  270 ;  on  reducing  bank- 
tax,  413;  on  the  circulation  of 
compound-interest  notes,  281. 

Morrison,  Rep.,  attempts  to  reduce 
duties,  475. 

Moorliead,  Rep.,  introduces  a  na- 
tional bank-bill,  207. 

Morton,  Senator,  on  resuming  specie 
payments,  291. 

Moiety  law.  Internal  Bevenue ;  Beve- 
fme. 
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Murpliy,  Thomas,  appointed  collector 
at  ^ew  York,  498. 


N. 

National  banks,  Mr.  Chase  recom- 
mends the  system,  87,  97, 197-201  ; 
bankers  opposed  to  it,  201 ;  New- 
York  plan,  201 ;  history  of  it,  201- 
203 ;  preparation  of  bill,  203 ;  early 
opinion  on  the  subject,  204,  205; 
Mr.  Chase's  second  report  on  the 
subject,  205;  favorably  received, 
206;  favored  by  the  President, 
206 ;  bills  on  the  subject  introduced, 
207;  their  discussion,  207-214; 
principal  objection  of  New-York 
banks,  214 ;  debate  continued,  214- 
217 ;  passage  of  the  bill,  218,  219 ; 
provisions  of  the  law,  219,  220; 
criticism  of,  220-222 ;  organization 
of  banks,  222;  requirement  con- 
cerning their  name,  223,  224 ;  law 
amended,  224 ;  States  |)as8  laws  to 
aid  banks  in  reoi^nnizing,  225 ; 
popularity  of  system,  226 ;  increase 
of,  -J-JO,  341 ;  taxation  of  State  bank- 
notes, 226 ;  auiliorizcJ  to  increase 
their  circulation,  282 ;  another  in- 
crease, 290;  co-operation  of  banks 
in  resuming  >pecie  payments,  299, 
300 ;  arrangement  with  for  selling 
bonds,  32S;  exchange  their  own 
bonds  for  threes,  SSH ;  etiect  of  con- 
vcrtiuL'  State  banks  at  first  was  to 
diminish  circulation,  341 ;  amount 
of,  in  October,  l.SOo,  342  ;  mo<le  of 
redemptitju,  imporfoct,342 ;  rowni- 
mcndation  of  comptroller,  342 :  re- 
news it,  343  ;  objection  to  central 
redeeming  agency,  343 ;  State  sys- 
tems of  redemption,  344,  345 ;  need 
of  some  plan,  345;  present  plan 
adopted,  346 ;  quantity  of  notes  re- 


turned, 346 ;  still  required  to  keep 
reserve  to  pay  deposits,  346,  347 ; 
this  requirement  disliked,  347, 348 ; 
others  favored  it,  348 ;  large  poi^ 
tion  of  the  reserve  sent  to  New 
Y'^ork,  349;  used  in  speculation^ 
349 ;  i>ayment  of  interest  on,  850 ; 
opposition  to  bank  examination^ 
351,  352 ;  restriction  on  circulation 
removed,  352,  358 ;  original  distri- 
bution of  circulation,  353;  plans 
proposed  for  changing  it,  354 ;  plan 
adopted,  354 ;  preparations  for  with- 
drawing portion  from  the  East, 
855,  356 ;  Congress  desirous  of  in- 
creasing the  amount,  356;  banks 
authorized  to  withdraw  the  whole 
or  a  iiortion,  356 ;  withdrawal,  in 
1881, 357 ;  advance  in  premium  on 
bonds  leads  ))anks  to  sell  and  re- 
tire their  circulation,  358, 359 ;  pop- 
ular opposition  to  bank  circulation^ 
359,  360;  smuUness  of  profit  on* 
360 ;  regarded  as  monopolies,  861 ; 
issue  of  legal-tender  notes  in  their 
place,  362;  the  three-sizty-five 
plan,  as  a  sul)stitute,  362 ;  effect,  if 
adopted,  362;  banks  lock  up  the 
currency,  363-305 ;  over-certify 
checks,  .365-367;  origin  of  the 
practice,  365 ;  recommendation  of 
New- York  Clearing-house,  366 ; 
charters  expire,  367 ;  bill  for  re- 
newal, 367-369 ;  objection  to  the 
bill,  309-372;  extension  granted, 
372 ;  desire  reduction  of  tax,  412, 
413,  414. 

Natiouid  Exchange  Bank  of  New 
York,  the  first  without  a  numer- 
ical name,  224. 
i  New- York  Clearing-house  opposed  to 
natirmal  banking  system,  220-222. 

New- York  State-bank  system,  201. 

New- York  Chamber  of  Commerce. 
Taxation, 
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New- York    Cnstom-house    investi- 
gated, 234. 
Kotes.  Legal-tend&r  Notes, 

p. 

Pendleton,  Bep.,  speech  against  the 
constitutionality  of  the  legal-tender 
bill,  54. 

Phelps,  Dodge  &  Co.,  seizure  of  their 
books,  502-^05. 

Pike,  Eep.,  on  second  issue  of  legal 
tenders,  78. 

Postage-stamps  used  as  money,  83, 84. 

Potter,  O.  B.,  plan  for  a  national 
currency,  200. 

Pratt,  Commissioner,  on  internal 
revenue,  398,  401 ;  how  it  affected 
prices,  409 ;  effect  on  prices  of  in- 
creasing internal  revenue  tax,  438. 

R. 

Kaum,  Commissioner,  extends  time 
for  paying  tax  on  distilled  spirits, 
417. 

Beagan,  Rep.,  on  the  coinage  of  sil- 
ver, 381. 

Befunding  of  debt.    Debt, 

Kevenue,  estimate  of,  for  1861,  6; 
revenue  during  last  quarter  of  1861, 
10 ;  revenue  bill  of  special  session, 
17;  debate  thereon,  17;  adminis- 
tration of  the  customs-revenue  law, 
489;  offices  soon  filled  with  Re- 
publicans, 489 ;  how  selected,  489, 
490;  General  Arthur's  adminis- 
tration of  New- York  Custom-house, 
490,  491;  General  Merritt  ap- 
pointed collector,  490,  491;  Mr. 
Robertson  appointed,  491-493; 
how  expense  of  collecting  the  reve- 
nue is  defrayed,  493 ;  the  ''general 
order'' business,  493-499;  execu- 
tion of  the  moiety  law,  499-505 ; 


law  itself  499 ;  early  execution  of 
it,  499-501 ;  seizures  multiply,  501 ; 
Phelps,  Dodge  &  Co.,  502-505; 
amount  received  by  collectors  from 
seizures,  505 ;  frauds  of  minor  of- 
ficials, 505,  506 ;  difficulty  in  ad- 
ministering the  law  from  ambigu- 
ity of  statutes,  506-512;  mode  of 
appraising  imports,  507 ;  how  they 
are  classified,  507 ;  error  in  classi- 
fying appealable  to  courts,  but  not 
error  in  appraising  value,  507, 508 ; 
frauds  through  defects  in  the  law, 
509;  cotton-tie  controversy,  509; 
nickel,  512 ;  undervaluations,  512 ; 
increasing  since  repeal  of  moiety 
law,  513,  514 ;  chiefly  practiced  by 
consigning  to  agents  in  this  coun- 
try, 514 ;  by  sending  all  goods  of  a 
particular  class  to  one  port,  515; 
more  prevalent  on  the  continent 
than  in  England,  516 ;  frauds  in 
silk  goods,  516 ;  in  wool,  517 ;  ob- 
ject of  undervaluing,  517 ;  aided  by 
custom-house  officials,  518 ;  disre- 
gard of  importers  for  the  country, 
518,  519 ;  remission  of  duties  after 
Portland  and  Chicago  fires,  519- 
521 ;  imperfection  of  all  tax  sys- 
tems, 521, 522.    Taxation, 

Rice,  Senator,  vote  in  committee  on 
national  banking  flystem,  207. 

Richardson,  Secretary,  issues  more 
treasury-notes,  283 ;  resumption  in 
silver,  296. 

Robertson,  Mr.,  appointed  collector  at 
New  York,  491-493. 

Rollins,  Commissioner,  on  difficulties 
in  administering  internal  revenue 
law,  419. 

a 

Sanborn,  J.  D.,  contract  of  treasniy 

with,  for  collecting  revenue,  429. 
Sanford,  Senator,  on  coinage,  386. 


•« 


582 


ETDEX. 


Schenck,  Kep.,  reports  bill  for  stop- 
ping contractiou  of  the  currency, 
279. 

Schiickers,  Mr.,  on  Chase's  plan  of 
taxation,  167;  earlj  circulation  of 
trea*5ury-notes,  30. 

Schurz,  Senator,  opposes  the  resump- 
tion bill,  291,  292. 

Sinking-fund  law,  314. 

Sherman,  Senator,  opposed  to  issuing 
certificates  of  deposit,  64 ;  suspen- 
sion of  specie  payments  might  have 
been  avoided,  69;  necessity  for 
issuing  legal-tender  notes,  71 ;  op- 
posed to  certificates  of  deposit,  89, 
91 ;  on  abrogation  of  right  to 
convert  notes  into  bonds,  109; 
payment  of  interest  in  gold,  156; 
8i)eech  in  favor  of  national  bank- 
ing system.  207,  208,  209,  211; 
taxation  of  bank  circulation.  219 ; 
on  legid-temler  decision,  260;  op- 
posed to  bill  contracting  the  cur- 
rency, 275,  277;  supports  bill  for 
stopping  contraction,  280;  intro- 
duces the  resumption  bill,  291 ; 
oj^inion  on  the  re-issue  of  legal- 
tender  notes,  297;  on  effects  of 
^e^ulllpti()^,  302,  3u3;  oi)i)<weJ  to 
pivinj?  the  secretary  more  ix)wcr 
over  the  debt,  309;  opi)osed  to 
seiretary'b  nuxle  of  paying  llie 
debt,  311  ;  coiitrncl  as  secretary  of 
the  treasury  for  si'Uinj;  IkjiuLs,  331 ; 
on  refunding  the  debt,  331-338; 
refunding  ten-forties,  333;  criti- 
cism of  the  m(xle  adoj>ted,  334; 
reconnuendations  on  further  rc- 
fundinpr,  337 ;  opinion  on  the  in- 
a-ime  tax,  400  ;  on  aj>propriations, 
542. 

Smythe,  11.  A.,  api>ointed  collector 
at  New  York,  495. 

Spaulding,  E.  G.,  on  the  sub-treasury 
law,  26,  27;  on  second  issue  of 


legal  tenders,  77 ;  on  nine  hnndred 
million  loan,  94, 103, 105.    Legale 
tender   Notes;     KatUmal   Baaktf^ 
Bonds. 
Specie  Payments,  delay  in  resuming^ 
263;   Mr.  McCulloch's  policy  an- 
nounced, 263,  264;  endorsed,  b^ 
the  country,  264,  265 ;  and  by  the 
President,  265;  subject  fully  dia- 
cussed,  in  annual  treasury  report^ 
265-270;  his  policy  endorsed  by 
the  House,  270;  bill  reported  to 
retire  treasury-notes,  270;  debate 
thereon,  270-275;    amended   and 
passed  by  the  House,  275 ;  action 
of  the  Senate,  275,  276;  the  law 
criticised,  276 ;  operation  of,  277— 
279;  biU  suspended,  279,  280;  ex- 
tent of  the  contraction,  280-282 ; 
increase  of  bank  circulation  and 
withdrawal  of  temporary  loan  cer- 
tificates, 282 ;  the  secretary  of  the 
treasury    expands   and    contracts 
treasury-notes,  282,  283;  amount 
increased  by  Congress^  284-289; 
bill  vetoed,  289 ;  amount  of  bank 
currency  increased,  290;  bill  for 
resuming  sjTecie  payments  passed, 
21K),  291 ;  nature  and  criticism  of 
the  bill,  291-203:  execution  of  it 
by  Secretary  Bristow,  293 ;  he  rec- 
onnn ended  that  notes  should  cease 
to  Ije  a  legal  tender  after  a  certain 
date,  293 ;  attitude  of  the  two  par- 
ties, 294 ;  execution  of  the  law  by 
Secretary  Morrill,   295;    and   by 
Mr.  Sherman,  297 ;  resumption  in 
silver,  296;  to  what  extent  treas- 
ury-notes can    be  re-issued,  297, 
298 ;  coin  accunuilated  by  the  sale 
of  Iwnds,  298,  299 ;  co-operation  of 
banks,  299, 300 ;  assistant-treasurer 
made  a  member  of  the  New- York 
Clearing-house.   299;    resumption 
at  last,  301 ;  efiects  o(,  302;  could 
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they  be  maintained,  302,  303; 
amount  of  coin  legally  held  for 
that  purpose,  303 ;  concluding  re- 
marks, 303 ;  rendered  refunding  of 
the  debt  easier,  332.    Debt, 

Stanton,  Secretary,  his  authority  over 
government  accounts,  525-627. 

States,  money  they  expended  during 
the  war,  244-248. 

Stebbins,  Rep.,  on  speculation,  157. 

Stevens,  Thaddeus,  chairman  of  Com- 
mittee of  Ways  and  Means,  15; 
speech  on  legal-tender  bill,  58-60 ; 
on  the  sale  of  bonds,  93 ;  speech  on 
tax-bill,  173;  on  paying  bonds  in 
gold,  316. 

Stille,  C.  J.,  on  war  resources,  18. 

Soldiers,  number  engaged  in  the  war, 
246. 

Strong,  Judge,  opinion  in  legal-ten- 
der case,  257. 

Sumner,  Senator,  on  taxation,  174; 
on  funding  the  debt,  322. 

Suspension  of  specie  payments,  34; 
decline  of  reserve,  35 ;  suspension 
declared,  35;  criticism  of  secre- 
tary's policy,  36-41;  could  they 
have  been  maintained,  opinions, 
38,  69;  effect  of  on  bank  circula- 
tion, 132 ;  did  the  substitution  of 
bank-notes  for  specie  after  suspen- 
sion affect  prices,  139;  gold  be- 
comes an  article  of  merchandise, 
140.    SpeeU  Payments, 

T. 

Tariff  law  of  March,  1861,  6 ;  duties 
increased  in  December,  1861,  and 
July,  1862,  176 ;  duties  again  in- 
creased, 185 ;  remarks  of  Mr.  Mor- 
riU  on  the  bill,  18&-187;  raised 
several  times  during  the  war,  445; 
prosperity  of  the  mannfactttrers, 
445,  446;  effect  of  decline  in  gdd 


premium,  446-448 ;  makers  of  war 
materials  first  to  suffer,  448 ;  woolen 
manufacturers  suffer  next,  448 ;  get 
an  increase  of  duties,  448-451 ;  bill 
prepared  for  reducing  duties,  451 ; 
reason  why  no  reductions  were 
made,  451,  452 ;  duties  in  1870  on 
tea,  cofiee,  pig  iron,  etc,  reduced, 
•  411-453 ;  Mr.  Wells  un  the  eiiects 
of  the  tariff,  453-456 ;  criticism  on 
his  views,  456-459;  would  lower 
duties  have  resulted  in  lower  prices, 
460 ;  how  far  competition  governs 
in  business,  461 ;  what  would  have 
happened  if  protection  had  not 
been  adopted,  461;  an  absolute 
answer  impossible.  461;  gains  of 
manufacturers  not  excessive  in  the 
long  run,  462;  workingmen  to 
blame  in  part  for  existing  inequal- 
ity in  wealth,  462;  why  certain 
classes  have  desired  and  others  op- 
posed protection,  463;  the  profit 
from  exchanging,  463,  464 ;  prices 
not  the  best  test  of  the  wisdom  of 
existing  policy,  464;  immigration 
as  a  test,  464-466 ;  profits  of  the 
middleman,  465,  466;  the  tariff  is 
not  a.  tax,  but  a  loan,  466 ;  effect  of 
inventions  on  prices,  466, 467 ;  evils 
of  protective  policy,  467 ;  tariff  on 
steel  rails,  468;  on  copper,  469; 
the  strength  of  protection  weak- 
ened by  trying  to  protect  more  in- 
terests, 470 ;  shall  all  interests  be 
protected,  471;  tariff  reduced  in 
1872  and  tea  and  coffee  put  on  the 
free  list,  472 ;  effect  of  reduction  on 
the  consumer,  473 ;  on  the  manufac- 
turer, 474 ;  duties  in  1875  raised, 
474;  subsequent  attempts  to  re- 
duce them,  475;  appointment  in 
1882  of  the  Tariff  Commission, 
476;  ends  they  were  expected  to 
aooomplish,  476;   oompooitiaii  of 
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:he  communion,  476 :  their  report, ! 
4"'>-tr> :  opinion  of  it,  478 ;   the  j 
tiu«aci!»ned  apiieal  to  Congress,  47.S ;  j 
ivndici  among  nianuiacturers,  47'«^ 
4->0 :  nu*t  of  the  recommendations 
sd.'pted.  4i>0.  4^1 ;  the  tariff  a  suc- 
«.\«  A5  a  rvvenue  measure,  481 ;  as 
an  et^tviivo  measure  of  protection 
oj^nion*  ditier,  4S1-484 ;  eflect  on 
u:<  ^.vnsunur,  4S4  ;  on  fiirmer,  484 ; 
a  Sdrpric^  desired  instead  of  a  high 
cr  low  one.  4iv5;  increase  of  prices 
u>  ps\>«ected  buyer  a  diminution  of 


Gallatin  on  the  issue  of,  7 ;  opinion 
divided,  7 ;  Gallatin  opposed  to 
their  issue,  7,  8 ;  more  issued,  29 ; 
how  they  were  received,  29,  30 ; 
issue  of  ten  millions  authorized,  61 ; 
payment  of  three-years*  treasury- 
notes,  126;  amount  issued  in  June, 
1864,  114 ;  value  of  interest-bear- 
ing notes  not  increased  by  making 
tliem  legal  tender,  251 ;  extent  of 
their  circulation,  251.  Lcgai-icnder 
Notes. 

V. 


>.i*    pn^se^'ii.^n,    4>^»>;    reasonable' 

yr.-uvtion  mow  firmly  established  "  Vallandigham,  Rep.,  opposes  a  goT- 

U..V/.  evir.  4S7,  4S8.     Turation,        j      enmient  loan,  15. 

iv*:ion:  laws  of  Julv,  1801, 17, 18;   ^'^^  ^^^^  opposed  to  national  bank- 


Tfcv* 


ing  system,  217. 
Van  Wyck,  Rep.,  on  frauds,  230, 231 ; 
investipaies   ^ew-York    Custom- 
house, 234. 

w. 

Walker,  Amasa,  on  gold  premiom^ 
1 49 ;  taxation  of  manufactures,  188 ; 


«vrftArv's  recommendations  at  that 

lir.x.  ir»:^ :  results  are  disappointing, 

Ifii"';  dirooi  tax,  160,   161;  secre- 

;*Ty's  ^^\^^m!nendations  in  Decem- 

hftl  InU,    162.    163;    plan   criti- 

cii«e«i.  10;^ -167;    his  defense,  167; 

jkii^^n  of  iho  people  and  Congress, 

164.   li>5:    i\)mmittee    prepare   a 

hiV..  It^\  167 ;   lull   reiK^rted   and  j      on   the  national  banking  system, 

.v.ns:lh■7.^^.  l'^S-17:? :  de]>ate  in  the       216,  21 8. 

Scn,^u\  174-17'^;  defects  soon  a p- :  Walker,  F.  A.,  on   the   legal-tender 

jvar.  17«>;   !im;illnoss   of  ri'C'ei}>t,s,  '      law,  69. 

1*7  :  ini'r<\i>o  'M'  rovemie  in  ISJJ.S,    Walker,  K.  J.,  on  the  issue  of  treas- 

i<l ;  dofooisintax  sys-tein,  ISl ;  law  '      ury-notcs,  209;  on  negotiating  a 

.nniondixl,  InJ:   lax  on  sides,  l>i2;.      fon-ign  loan,  327,  328. 

bank  tax.   1^2:    distilled    sjiirits,    Walley,  S.  II.,  on  paying  bonds  in 

1  <4 :  iH'trolomn.  1 S4 :  tobacco,  184 ;  •'     prnld,  31 6. 

ii>i  itase  of  revenue,  1S7 ;   tax  (ui    War,  cost  of,  241 ;  reimbursement  of 

r  aniifactures    ls>i  -  1  iM) ;    defects,        States,  244,  24S. 

:*'.  amendments  prniH)sed,  11>1  ;    Ward,  Hep.,  opjx)ses  internal  tax  bill, 


■.ii::i"n  <»f  s:des,  191-193;  tax  on 


18 
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mivc   Ir.Jilation,  191,  194:  ree(»ni-    Wai^hburne,  E.  B.,  chairman  of  Com- 
nenti:i:i«.cs  fT  increasoil  taxation        mittee  «m  Commerce,  15 ;  member 
tr.     ouon.    petroleum,    raaniifac- 1      of  investiLMting  committee,  231. 
:rr*-.  Ji-i  Inct.me.  194,  195.    Fnttr-  •  Wells,  I>.  A.,  on  war  resources,  18- 

prepares  a  bill  to  reduce  duties, 
451 ;  effect  of  tariff  is  to  increase 
wealth,  but  unequally,  453 ;  incon- 


•:«w?!nr-'.\oi«.  .auix«  rity  of  the  sec- 
2urT  '  1  -saue  liiem,  5 ;    James 
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yertible  paper  monej  one  cause  of 
unequal  distribution,  454 ;  remarks 
in  his  final  report,  455,  456. 

Wentworth,  Bep.,  on  resuming  specie 
payments,  273. 

Weston,  G.  M.,  on  the  remonetizing 
of  silver,  383. 

White,  John,  on  the  coinage,  387. 

Williams,  J.  £.,  on  nqpid  sale  of  bonds, 
33. 

Wilson,  Bep.,  on  taxing  bank  circu- 
lation, 194. 


Windom,  Secretary,  on  refunding  the 
debt,  338. 

Wood,  F.,  opposes  a  loan,  15 ;  op- 
poses internal  tax. bill,  187;  at- 
tempts to  reduce  duties,  475. 

Wright,  Senator,  introduces  a  cur- 
rency bill,  286. 

Y. 

Yates,  Gk>y.,  on  condition  of  bank 
circulation  in  1861,  28.  ■ 
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